mum'.'  ■  ■■:  -  ■       :V;  ;;■•;;.:.•.■ 


UNIVERSITY 
OF  FLORIDA 
LIBRARIES 


ENGINEERING    AND    PHYSICS 


l_l  BRAR  Y 


CONSTRUCTION  ACCOUNTING 

c 

AND 
FINANCIAL  MANAGEMENT 


Digitized  by  the  Internet  Archive 

in  2011  with  funding  from 

LYRASIS  Members  and  Sloan  Foundation 


http://www.archive.org/details/constructionaccoOOcoom 


CONSTRUCTION  ACCOUNTING 

AND 
FINANCIAL  MANAGEMENT 


William  E.  Coombs 


DODGE 

H 


McGRAW-HILL    BOOK    COMPANY,    INC. 

New  York         Toronto        London 


CONSTRUCTION    ACCOUNTING    AND    FINANCIAL    MANAGEMENT 

Copyright  ©  1958  by  the  McGraw-Hill  Book  Company,  Inc.  Printed 
in  the  United  States  of  America.  All  rights  reserved.  This  book,  or 
parts  thereof,  may  not  be  reproduced  in  any  form  without  permission  of 
the  publishers.    Library  of  Congress  Catalog  Card  Number:   58-9212 

12606 


FOREWORD 


Although  accounting  principles  do  not  change,  I  think  it  is 
reasonable  to  say  that  their  application  to  any  particular  industry, 
and  to  any  specific  business  in  that  industry,  usually  requires 
careful  analysis  and  sound  judgment.  This  statement  is  certainly 
true  of  the  construction  industry.  This  book  cannot  take  the  place 
of  detailed  information  nor  of  the  experience  with  individual 
problems  of  any  particular  construction  company.  It  can,  how- 
ever, survey  the  problems  peculiar  to  the  construction  industry 
and  indicate  how  to  apply  standard  accounting  techniques  to  ar- 
rive at  sound  solutions. 

With  operating  conditions  so  varied  and  the  individual  con- 
tractor's circumstances  likely  to  be  so  complex,  it  is  often  necessary 
to  go  back  and  review  basic  accounting  and  business  principles 
in  relation  to  the  specific  conditions  in  a  given  company  before 
management  can  use  accounting  as  a  true  operational  tool.  It  is 
for  this  reason  that  this  book  is  devoted  more  to  the  "why"  than 
to  the  "how"  of  construction  accounting.  Certainly,  among  the 
techniques  described,  the  experienced  accountant  will  find  few, 
if  any,  that  are  basically  unfamiliar  to  him,  but  he  may  see  them 
applied  in  ways  that  may  be  somewhat  unexpected. 

To  the  accountant,  the  value  of  this  book  should  lie  in  the  fact 
that  it  provides  a  review  of  the  reasons  for  procedures  that  are  too 
often  applied  unthinkingly,  and  the  practical  reasons  why  pro- 


cedures  that  are  standard  in  other  businesses  are  either  not  used 
or  are  sharply  modified.  Above  all,  this  volume  should  serve  as  a 
checklist  of  potential  problems  and  opportunities  in  financial 
control.  For  the  banker,  the  bondsman,  the  lawyer,  and  the  stu- 
dent, the  discussions  of  how  figures  are  developed  may  help  to 
make  contractors'  business  statements  more  intelligible  and  use- 
ful, and  it  is  hoped  that  the  over-all  discussion  may  offer  a  worth- 
while review  of  the  accounting  and  financial  management  aspects 
of  the  industry. 

Primarily,  however,  this  book  was  written  for  the  individual 
contractor  himself.  It  is  he  who  must  buy  and  use  the  accountant's 
figures,  and  it  is  he  who  must  rely  on  those  figures  in  making  the 
decisions  on  which  his  business  must  stand  or  fall.  It  is  unusual 
to  find  a  contractor  who  is  also  a  trained  accountant.  Yet  if  his 
business  is  to  grow  and  succeed,  he  must  learn  to  understand  and 
use  the  help  that  accounting  can  give  him.  He  should  also  find  it 
helpful  to  understand  and  evaluate  the  recommendations  of  his 
professional  advisers  and  be  able  to  put  those  recommendations 
into  practical  operation.  Finally,  he  ought  to  be  able  to  determine 
when  a  given  record  or  procedure  is  necessary  and  whether  it  is 
worth  what  it  costs. 

It  is  my  earnest  hope  that  this  book  will  not  only  prove  as  use- 
ful as  it  was  planned  to  be  to  anyone  whose  activities  touch  on  the 
construction  industry,  but  that  it  may  also  help  to  give  the  in- 
dividual contractor  a  better  understanding  of  an  increasingly  im- 
portant part  of  his  own  operations — the  financial  control  that  too 
often  in  the  past  has  been  looked  upon  as  a  necessary  evil. 

In  one  sense,  this  book  is  more  of  a  compilation  than  an  original 
work.  For  years  I  have  been  shamelessly  picking  the  brains  of 
everyone  I  met  who  would  talk  about  construction  accounting. 
No  doubt  many  of  my  former  associates  will  recognize  some  of 
their  own  thoughts  and  ideas  in  these  pages.  Forms,  too,  have 
been  collected  from  many  sources.  To  all  these  people  and  com- 
panies I  owe  a  large  debt  of  gratitude. 
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Basic  Operational  Patterns 


The  primary  objective  of  accounting  in  any  business  is  to  help 
that  business  make  the  maximum  profit  after  taxes.  Unless  account- 
ing makes  its  full  contribution  to  that  objective,  its  cost  cannot  be 
justified.  In  the  construction  industry,  one  of  the  ways  accounting 
pays  for  itself  is  to  help  management  to  control  operations.  An- 
other of  the  ways  is  to  help  management  utilize  its  working  capital 
to  the  greatest  possible  advantage. 

The  physical  elements  entering  into  normal  construction  opera- 
tions are  many  and  varied.  The  only  common  denominator  is  money. 
Therefore,  one  of  the  principal  jobs  of  accounting  in  the  construc- 
tion industry  is  to  translate  operating  results  into  terms  of  money. 
To  do  that,  it  must  follow  the  basic  operational  patterns  of  the 
industry  and  of  job  management. 

The  job  as  the  basic  unit 

Essentially,  the  work  of  a  construction  contractor  is  the  improve- 
ment of  real  property.  That  means  the  bulk  of  his  work  must  be 
done  at  the  site  of  the  property  to  be  improved  and  not,  as  in 
manufacturing,  at  a  central  factory  or  plant.    Accordingly,  once  a 
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construction    contract    is    made,    the    contractor's    operations    neces- 
sarily fall  into  these  four  major  phases: 

1.  Procure  the  necessary  labor,  materials,  supplies,  and  equip- 
ment to  do  the  work. 

2.  Transport  them  to  the  job  site. 

3.  Combine  them  to  complete   the  work  contracted. 

4.  Remove  the  men,  equipment  and  surplus  materials  and  sup- 
plies from  the  job  site  when  the  job  is  completed. 

The  completion  of  these  four  phases  in  the  physical  work  on  any 
particular  project  constitutes  a  "job" — the  basic  unit  of  construc- 
tion operations  and  so  the  basic  unit  of  management  and  of  ac- 
counting for  construction  companies. 

A  job  normally  consists  of  the  performance  of  a  single  contract 
for  a  single  owner.  However,  it  is  not  unusual  for  large  projects 
to  be  broken  down  into  several  contracts.  It  is  somewhat  less  com- 
mon to  find  a  single  contract  breaking  down  into  several  jobs, 
for  example,  when  a  single  owner  lets  a  single  contract  covering 
a  wide  variety  of  work  at  widely  separated  locations.  On  certain 
types  of  projects,  work  may  be  done  for  a  number  of  owners  and 
the  project  will  still  be  treated  as  a  single  job.  One  good  example 
is  a  road  contractor  who  paves  numerous  driveways  for  owners 
along  the  way.  Another  example  is  the  builder  of  tract  housing  who, 
while  building  a  tract,  also  builds  houses  for  individual  lot  owners 
within  the  tract. 

The  principal  test  seems  to  be  one  of  operating  control.  If  a  proj- 
ect can  logically  be  made  a  unit  for  purposes  of  operating  control 
it  will  be  considered  as  a  single  job  for  purposes  of  management  and 
accounting.  It  is  true  that  accounting  must  take  into  account  the 
separateness  of  each  individual  contract  and  of  each  individual 
owner  for  billing.  It  is  also  necessary  to  distinguish  between  owners 
for  the  application  of  lien  laws  (Chap.  14),  but  operationally  a  proj- 
ect is  looked  upon  as  a  single  job  if  it  can  be  run  as  a  unit. 

Types  of  jobs  and  contractors 

The  extent  to  which  any  of  the  four  major  phases  referred  to  above 
presents  problems  to  any  particular  contractor  on  any  particular 
construction  job  depends  on  a  great  many  facts.  For  example,  the 
size,  nature,  and  location  of  the  job  in  relation  to  the  other  jobs 
which  the  contractor  may  have  in  progress  at  any  given  time  will 
be  important.  So  will  the  size  and  scope  of  the  contractor's  organiza- 
tion, its  experience  with  the  type  of  work  involved,  the  necessary 
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financing,  and  the  extent  to  which  specialized  aspects  of  the  work 
can  be  subcontracted. 

The  construction  industry,  like  other  industries,  has  its  specialists. 
Some  specialize  in  heavy  engineering  projects,  such  as  dams,  bridges, 
tunnels,  or  roads.  Others  specialize  in  large  office,  industrial,  and 
public  buildings.  Still  others  specialize  in  small  stores,  residences, 
apartments,  tract  housing  and  the  like.  There  are  many  other  spe- 
cialists among  the  prime  contractors. 

Then,  cutting  across  the  entire  industry,  are  the  specialty  sub- 
contractors such  as  the  electricians,  the  plumbers,  the  roofers,  the 
concrete  finishers,  the  heating  and  air  conditioning  installers,  the 
plasterers,  and  dozens  of  others. 

Each  of  these  specialists  has  accounting  requirements  peculiar  to 
his  specialty.  In  addition,  there  are  certain  factors,  apart  from  the 
mechanics  of  construction,  that  may  be  significant  in  operations  and 
hence  in  accounting  for  operations.  Some  examples  of  such  factors 
are: 

1.  Location  of  jobs 

2.  Procurement   of   labor   and   materials 

3.  Use  of  equipment 

4.  Control  of  labor,   materials,    and   equipment 

5.  Subcontracting 

6.  Requisite  management  personnel 

7.  Financing   requirements. 

Job  location:  If  a  contractor  confines  his  operations  to  one 
city  or  other  relatively  small  local  area,  problems  arising  from  job 
location  are  usually  at  a  minimum.  However,  when  he  begins  to 
take  jobs  more  than  a  stated  distance  from  a  central  point  he 
often  begins  to  incur  liability  for  subsistence  and  travel  time  and 
sometimes  for  the  cost  of  transporting  his  workmen.  In  addition  to 
these  new  costs,  questions  of  payroll  taxes,  income  tax  withhold- 
ing, and  insurance  on  the  additional  payments  arise.  Also,  the  con- 
tractor faces  increased  costs  in  moving  materials,  supplies,  and 
equipment  to  the  job  site. 

Move  the  job  a  little  farther  away  and  there  are  the  added  costs 
of  moving  the  families  and  possessions  of  key  personnel.  If  the  job 
is  far  enough  away  from  a  city  or  town  there  arises  the  necessity 
of  providing  camp,  mess  hall,  and  possibly  commissary  facilities. 
If  the  job  is  in  a  foreign  country  additional  problems  arise  in  con- 
nection with  banking,  letters  of  credit,  multiple  currencies,  ex- 
change rates,  import  duties,  and  taxes  levied  by  the  foreign  country 
on  the  incomes  of  the  company  and  its  employees.  The  list  could 
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be  extended  indefinitely.  The  point  is  that  job  location  is  a  physical 
fact  which,  by  itself,  can  produce  a  wide  variety  of  operational 
problems   and   related   accounting   problems. 

The  result  is  that  the  smaller  prime  contracts  and  a  substan- 
tial share  of  the  specialty  subcontracts  tend  to  go  to  local  firms 
because  the  size  of  the  job  does  not  warrant  the  added  expense 
inherent  in  widely  scattered  jobs.  The  larger  the  job,  the  farther 
a  large,  well-organized,  and  well-financed  firm  can  afford  to  go  for  it, 
but  the  farther  it  goes,  the  greater  the  accounting  activity  needed  to  deal 
with  the  problems  created  by  distance  alone.  By  the  same  token,  when 
small  firms  start  to  branch  out  and  seek  work  farther  from  their 
center  of  operations,  there  is  a  tendency,  at  least  on  the  first  such 
job,  to  overlook  the  problems  created  by  distance  in  determining 
the  amount  of  their  bids. 

Procurement  of  labor  and  material:  The  smaller  and  simpler 
a  job  is,  the  fewer  will  be  the  accounting  requirements  involved 
in  the  procurement  of  labor  and  materials.  The  logistics  of  supply 
is  complicated  by  quantity  and  variety  as  well  as  by  distance.  Thus 
in  a  simple  house-building  job  most,  if  not  all,  of  the  labor  and 
materials  will  be  available  locally,  and  any  savings  in  price  which 
might  be  made  through  purchases  from  distant  sources  must  be 
weighed  against  the  readiness  of  local  suppliers  to  serve  and  the 
delays  and  transportation  costs  inherent  in  distance.  However,  as  jobs 
become  more  complicated,  so  do  the  procurement  problems  and  the 
accounting  necessary  to  control  these  problems. 

Lead  time  must  be  considered  in  purchasing  products  which 
must  be  fabricated  for  the  job.  For  example,  steel  pipe  for  pipelines, 
special  steel  sash  and  doors,  and  heavy  motors  and  transformers 
must  often  be  built  to  order,  and  they  must  be  ordered  in  advance 
(and  followed  through  with  expediting  effort)  so  that  they  will 
be  ready  when  needed. 

In  the  field  of  labor,  highly  skilled  specialists  like  cable  splicers 
or  agronomists  must  often  be  supplied  for  relatively  short  periods 
of  time  and  very  often  on  short  notice.  Few  organizations  have 
enough  work  to  keep  specialists  busy  for  indefinite  periods,  and 
when  such  personnel  are  required  it  is  necessary  to  locate,  hire, 
and  transport  them  to  the  job.  They  must  not  arrive  on  the  job 
too  soon  or  their  time,  which  is  usually  very  expensive,  will  be 
wasted.  They  must  not  arrive  on  the  job  too  late  because  delay 
is  one  of   the   construction   industry's   most   costly   bugaboos. 

The  costs  of  procuring  such  specialized  materials  and  labor  must 
be   known   if   they   are   to   be   controlled   and   if   funds   are    to    be 
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provided  to  pay  for  them.  The  more  complicated  procurement 
operations  become,  the  more  important  the  element  of  timing  be- 
comes, and  unless  adequate  accounting  records  are  kept,  control 
of  timing  by  judicious  use  of  expediting  becomes  increasingly  dif- 
ficult. 

Use  of  equipment:  The  extent  to  which  operations  of  a  contrac- 
tor require  the  use  of  equipment  depends  largely  on  the  type  of 
work  being  done,  and  the  extent  to  which  those  parts  of  the  work 
requiring  special   equipment  can   be   subcontracted. 

To  own  construction  equipment  usually  requires  a  great  deal  of 
capital.  If  a  contractor  owns  equipment  he  must  be  constantly 
alert  to  avoid  having  all  his  working  capital  represented  by  idle 
or  worn-out  equipment.  Many  contractors  have  found  it  more  eco- 
nomical to  rent  whatever  equipment  they  need  rather  than  tie  up 
the  funds  required  to  own  it.  Those  who  do  own  their  own  equip- 
ment must  constantly  be  ready  to  decide  when  it  is  more  economical 
to  dispose  of  any  particular  item  than  to  keep  it  in  repair. 

What  equipment  is  needed  is  an  operational  question.  Whether 
to  provide  it  by  ownership,  rental,  or  subcontracting  is  a  man- 
agement question  that  can  be  answered  intelligently  only  on  the 
basis  of  facts  that  accounting  is  called  upon  to  supply. 

Control  of  labor,  materials  and  equipment:  Materials  (Chap. 
9)  are  subject  to  two  kinds  of  control — physical  and  financial.  The 
physical  control  is,  in  large  measure,  an  operational  fact  which  must 
be  reflected  in  the  accounts  only  to  the  extent  necessary  to  keep  man- 
agement advised  of  how  much  is  on  hand.  Management,  however, 
is  continually  called  upon  to  make  financial  decisions  based  on 
these  questions:  (1)  Do  we  have  it  or  must  we  buy  it?  (2)  If  we 
must  buy  it,  how  much  are  we  going  to  have  to  pay  for  it? 

Labor  and  equipment  costs  are  the  two  most  important  variables 
in  construction  costs.  To  control  their  physical  application  it  is 
necessary  to  know  from  day  to  day  how  much  work  is  being  ac- 
complished in  relation  to  the  amount  of  labor  and  equipment  be- 
ing used.  The  tool  for  doing  this  is  "unit  costs" — or  cost  accounting. 

It  is  not  hard  to  see  that  the  larger  and  more  complicated  the 
job,  the  greater  is  the  volume  of  accounting  needed  to  control  labor, 
materials,  and  equipment  costs.  There  is  one  important  exception. 
If  a  large  proportion  of  the  work  is  subcontracted,  as  in  large  build- 
ing projects,  the  problems  of  controlling  labor,  materials,  and  equip- 
ment are  considerably  lessened.  However,  as  pointed  out  below  in 
the  discussion  of  subcontracting,  this  procedure  merely  exchanges 
one  set  of  operational  and  accounting  problems  for  another. 
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Problems  in  subcontracting:  From  the  viewpoint  of  the  prime 
contractor,  it  is  often  good  business  on  a  large  contract  to  spread 
the  risk,  the  financing,  and  the  operational  problems  by  subcon- 
tracting certain  portions  of  the  work.  From  the  viewpoint  of  the 
subcontractor,  his  problems  are  the  same,  in  both  operations  and 
accounting,  as  those  of  the  prime  contractor  on  those  portions  of  the 
work  not  being  subcontracted. 

Nevertheless,  the  prime  contractor  is  almost  always  responsible 
to  the  owner  for  any  failure  of  the  subcontractor  either  to  do  his 
work  correctly  or  to  pay  his  labor  and  material  bills  ("Liens," 
Chap.  14).  For  this  reason  the  prime  contractor  must,  to  some  extent, 
supervise  not  only  the  physical  work  of  the  subcontractor,  but  also 
watch  the  latter's  financial  condition.  It  is  usually  up  to  the  ac- 
counting department  to  control  payments  to  subcontractors  and 
take  whatever  steps  are  necessary  to  safeguard  the  prime  con- 
tractor and  the  owner  against  liens  (or  comparable  claims  on  govern- 
ment jobs  where  liens  are  inapplicable)  and  against  uninten- 
tional releases  of  the  subcontractor's  surety  if  the  subcontractor  is 
bonded. 

The  subcontractor  who,  in  turn,  subcontracts  a  portion  of  his 
work  is,  in  most  respects,  in  the  same  position  on  the  subcontracted 
work  as  a  prime  contractor.  The  main  difference  is  that  he  is  respon- 
sible to  the  prime  contractor  instead  of  to  the  owner. 

Both  prime  contractors  and  subcontractors  must,  of  course,  be  alert 
to  see  that  their  contracts  are  so  drawn  and  their  operations  and 
accounting  so  controlled  that  they  receive  payment  for  work  actually 
done  and  materials  actually  supplied.  Subcontractors  often  com- 
plain that  they  are  at  the  mercy  of  the  prime  contractor.  This  is 
true  to  some  extent,  though  no  more  so  than  the  prime  contractor's 
assertion  that  he  is  equally  at  the  mercy  of  the  owner  or  architect. 
The  fact  is  that  it  is  up  to  each  contractor  to  take  whatever  steps 
are  necessary  to  safeguard  his  own  interests;  and  before  such  action 
can  be  taken  it  is  necessary  to  know  the  facts,  which  can  be  sup- 
plied  by   correct   accounting. 

Supplying  management  personnel:  Job  management  is  essen- 
tially an  operational  function.  In  other  words,  the  first  function  of 
job  management,  regardless  of  profit,  is  to  get  the  work  done.  In 
both  theory  and  practice  everything  else  is  secondary.  If  a  profit  is 
to  be  made,  the  most  efficient  use  of  labor,  materials  and  equipment 
is  required,  and  this  requirement  cannot  be  fulfilled  without  adequate 
supervision  and  planning. 
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The  need  for  additional  or  better  job  management  can  be  detected 
in  a  number  of  ways.  One  evidence  is  failure  to  meet  time  schedules, 
or  the  presence  on  the  job  of  idle  men  and  equipment.  Still  another 
is  visual  observation  by  an  experienced  project  superintendent  of 
methods  and  procedures.  None  of  these,  however,  reveals  the  inade- 
quacies in  job  management  so  promptly  as  the  scrutiny  of  job  costs 
which  have  been  carefully  kept  and  promptly  rendered. 

Of  course,  where  the  very  management  whose  efficiency  is  being 
checked  is  in  a  position  to  control  the  preparation  of  the  cost  figures, 
the  effectiveness  of  cost  keeping  can  be  nullified.  Under  these  condi- 
tions, the  expense  of  keeping  the  records  is  wasted.  Still,  properly 
prepared  and  used,  job  cost  figures  are  one  of  the  most  useful  tools 
known  to  the  industry  for  controlling  job  operations. 

Financing  requirements:  The  lifeblood  of  a  construction  job,  as 
of  any  other  business  undertaking,  is  money.  Progress  payments 
are  an  established  method  of  financing  and  it  is  a  rare  contractor 
whose  working  capital  position  is  so  strong  that  he  can  be  indif- 
ferent to  them.  In  fact,  through  such  devices  as  advances  for  mobiliza- 
tion, unbalancing  the  payment  schedules,  and  generous  estimates  of 
completion,  many  contractors  not  only  offset  the  customary  retained 
percentage  but  actually  recover  their  initial  investments  early  in 
the  job  and  continue  it  entirely  on  the  funds  received  through 
progress  payments.  (Chapter  2  deals  with  some  of  the  income  tax 
aspects  of  these  procedures.) 

However  that  may  be,  owners  require  accounting  statements  as  the 
basis  for  payment  regardless  of  whether  the  contract  is  lump  sum, 
unit  price,  time-and-material,  or  cost-plus-fixed-fee.  Regardless  of 
the  type  of  contract,  the  accounting  records  must  furnish  the  basis 
for  billings  to  the  owner.  This  is  no  less  true  in  those  companies 
where  the  accounting  is  done  by  engineers  from  informal  records. 
In  contracts  involving  direct  reimbursement  for  cost  (such  as  the 
fixed-fee  or  target  types  discussed  below),  complete  and  accurate  ac- 
counting for  expenditures  is,  of  course,  vital. 

If  financing  is  done  through  banks,  there  is  no  substitute  for 
adequate  financial  statements  in  securing  maximum  financing.  Bond- 
ing companies  rely  heavily  on  the  financial  position  of  the  com- 
pany as  a  whole  and  of  individual  jobs  in  determining  bonding 
capacity    (Chap.  16). 

If  financing  is  done  through  joint  ventures  it  is,  of  course,  axiomatic 
that  the  inactive  members  of  the  venture  will  require  regular  financial 
reports.  The  same  is  true  if  the  owner  provides  a  revolving  fund. 
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Types  of  construction  contracts 

It  is  common  to  describe  construction  contracts  by  the  method 
of  payment  they  provide.  When  so  classified,  they  fall  into  three 
groups. 

In  the  first  group  are  found  those  contracts  under  which  the 
contractor  agrees  to  do  certain  specified  things  for  an  agreed  price. 
In  this  group  are  lump  sum  and  unit  price  contracts. 

In  the  second  group  are  those  contracts  under  which  the  contractor 
is  reimbursed  for  his  costs  and  receives  a  fee  for  his  services.  In 
this  group  are  the  cost-plus-a-percentage-of-cost,  cost-plus-a-fixed-fee, 
and  force  account  contracts. 

In  the  third  group  are  those  contracts  which  combine  elements 
of  the  first  and  second  groups.  In  this  group  are  the  cost-plus-fee 
contracts  with  so-called  target  estimates  or  with  a  guaranteed  maxi- 
mum, and  the  time-and-material  contracts  in  which  the  contractor's 
fee  or  profit  is  reflected  in  the  rates  charged  for  the  time,  the 
materials,  and  the  overhead  allowance.  Each  group  has  its  own 
peculiar  accounting  requirements  in  addition  to  those  general  re- 
quirements which  are  common  to  all. 

Regardless  of  the  nature  of  the  contract,  it  should  be  possible  to 
answer  "yes"  to  each  of  these  questions: 

1.  Do  we  have  the  information  necessary  to  submit  our  progress 
billings  promptly  and  accurately? 

2.  Do  our  permanent  records  provide  complete  and  accurate  sup- 
port for  our  progress  billings? 

3.  Are  we  able  to  support  our  claims  for  extra  work  done  for 
the  client  or  for  others  by  written  orders  signed  by  an  authorized 
representative  of  the  person  for  whom  the  work  was  done? 

4.  Do  we  know  what  we  bought,  how  much  it  cost,  and  whether 
we  got  it? 

5.  Are  our  routines  for  purchasing,  receiving,  vouchering,  and 
disbursing  arranged  so  that  we  can  take  all  discounts,  pay  bills 
promptly  and  accurately  enough  to  keep  our  credit  good,  and  still 
avoid    duplications    and   overpayments? 

6.  Can  we  tell  what  we  did  with  the  things  we  bought? 

7.  Do  our  timekeeping  and  payroll  procedures  let  us  pay  our 
employees  promptly  and  accurately  and  in  accordance  with  union 
rules,  wage  and  hour  rules  (where  applicable)  and  any  special  rules 
in  the  contract  (such  as  the  Copeland  Act,  the  Davis-Bacon  Act, 
and  various  state  and  local  statutes)? 

8.  Are  our  payroll  records  sufficient  for  federal  and  state  payroll 
and  withholding  tax  purposes? 
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9.  Can  we  supply,  from  the  records,  the  information  needed  by 
management? 

10.  Can  we  supply  our  bank  and  our  bonding  company  the  detail 
they  want  concerning  each  job  as  well  as  our  over-all  operation? 

Lump  sum  and  unit  price  jobs  will  tend  to  involve  greater 
emphasis  on  cost  accounting  and  unit  costs.  Of  course,  sometimes 
the  jobs  are  small  enough  and  closely  enough  supervised  to  maintain 
maximum  efficiency  without  cost  records.  Sometimes  the  contractor 
himself  does  the  work  of  superintendent  or  foreman.  On  such  lump 
sum  jobs,  the  cost  records  will  tend  to  be  only  what  the  individual 
contractor  needs  to  give  him  estimating  data. 

The  important  point  is  that  accounting,  whether  cost  account- 
ing or  general  accounting,  is  never  an  end  in  itself.  Unless  it  con- 
tributes more  than  its  cost  to  the  final  profit  it  cannot  be  justified. 
Thus,  in  lump  sum  and  unit  price  contracts,  the  principal  use  of 
cost  accounting  is  to  help  management  save  on  costs  by  pointing 
quickly  to  the  operations  where  more  or  better  supervision  is  needed. 
Its  by-product  may  be  better  estimating  on  future  work  where  the 
unit  costs  are  applicable.  To  do  the  job  properly,  once  day-to-day 
cost  figures  are  developed  they  must  be  in  the  hands  of  job  man- 
agement within  24  hours. 

Cost-plus  contracts  usually  require  accounting  emphasis  on  the 
documentation  of  costs  and  expenditures,  to  the  end  that  nonre- 
imbursable expenses  will  be  held  to  a  minimum;  and  that  maximum 
accountability  be  maintained  for  materials,  supplies,  labor,  and 
equpiment.  In  this  type  of  contract,  it  is  cutomary  to  find  agreed 
rates  for  equipment  rentals  with  resulting  procedures  roughly  de- 
scribable  as  an  equipment  "payroll."  It  is  also  common  to  see  some 
lump  sum  provision  for  overhead  expenses  not  incurred  at  the  job 
site  and  special  provisions  for  such  items  of  cost  as  repairs,  mainte- 
nance, and  the  cost  of  tools  and  supplies.  Unless  contracts  of  this 
type  are  written  with  exceptional  care,  the  job  accountant  is  faced 
with  innumerable  problems  of  interpretation  and  interminable  ar- 
guments with  the  owner's  representatives. 

One  problem  which  is  typical  of  the  cost-plus  type  of  contract 
is  dealing  with  the  owner's  representative  who  tries  to  substitute 
his  judgment  for  that  of  job  management.  At  the  accounting  level 
this  tendency  will  usually  be  manifested  in  attempts  to  preaudit 
financial  transactions.  If  the  contract  clearly  prohibits  such  action 
the  problem  is  usually  solved  on  a  policy  level.  If  it  does  not, 
the  job  accountant  is  usually  well  advised  to  resist  the  first  indication 
of  such  action. 

The  line  between  healthy  cooperation  and  unhealthy  interference 
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is  sometimes  a  difficult  one  to  draw.  Usually  there  are  considera- 
tions of  policy  beyond  the  scope  of  the  average  job  accountant's 
authority.  The  temptation  is  great  to  hold  nonreimbursables  to  a 
minimum  by  having  all  transactions  preaudited.  Often  the  result 
is  delay  in  operations,  damage  to  credit,  and  damage  to  relations 
with  suppliers  and  even  with  the  client  through  the  activities  of  an 
overzealous   auditor. 

Another  accounting  problem  peculiar  to  the  cost-plus  type  of 
contract  is  the  treatment  of  owner-furnished  materials,  equipment, 
or  services.  If  the  fee  is  based  on  a  percentage  of  cost  or  the  fee 
increases  when  extras  increase  the  cost  beyond  a  predetermined 
percentage  of  the  original  estimate,  it  is  usually  proper  to  take  the 
value  of  owner-furnished  items  into  account  to  determine  the  total 
cost  of  the  work  done. 

Other  contracts  combine  some  of  the  features  of  lump  sum  and 
cost-plus  contracts.  The  most  common  of  these  is  the  so-called 
"target"  type.  Usually  the  contractor  is  called  upon  to  submit  an 
initial  bid  in  competition  with  others.  Then  the  bid,  after  adjust- 
ments arrived  at  by  negotiation,  becomes  the  target  that  can  move 
upward  or  downward  as  a  result  of  change  orders,  shifts  in  price 
and  wage  rates,  and  similar  factors  beyond  the  contractor's  control. 
There  is  usually  a  bonus  for  doing  the  job  at  a  cost  below  the 
target,  and  a  penalty  for  running  over.  Some  target-type  contracts 
contain  a  stop-loss  provision  limiting  penalties  to  the  amount  of 
the  fee.  Sometimes,  too,  the  target  is  guaranteed  and  the  penalty  is 
100  per  cent  of  the  overrun.  Obviously,  everything  that  has  been  said 
above  about  both  the  lump  sum  and  the  cost-plus  types  of  contracts 
would  apply  to  this  type. 

Time-and-material  contracts,  on  the  other  hand,  are  much  less 
demanding.  Usually  they  involve  smaller  jobs  and  the  principal 
accounting  concern  is  to  see  that  all  time  paid  for  by  the  con- 
tractor is  billed  to  the  client,  and  that  all  materials  withdrawn  from 
stock  or  purchased  directly  are  charged  to  a  job  or  are  returned  to 
stock.  In  this  type  of  work  it  is  common  practice  to  add  a  fixed 
percentage  to  the  billing  for  overhead  and  profit.  Otherwise  it  is 
necessary  to  increase  the  prices  charged  for  labor  and  for  material 
to  cover  those  items. 


Forms  of  business  organization 

Construction  businesses,  like  other  types  of  business,  are  generally 
organized  in  one  of  the  traditional  forms — corporation,  partnership, 
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or  individual  proprietorship.  Insofar  as  accounting  problems  peculiar 
to  these  forms  are  concerned,  the  nature  of  the  business  is  gen- 
erally not  important  since  the  form  of  business  organization  affects 
only  those  accounts  which  reflect  the  proprietor's  equity  in,  and  not 
the  operations  of  the  business.  One  possible  exception  to  this  gen- 
eral rule  involves  corporations.  Because  of  possible  personal  liability 
of  directors,  if  there  should  be  a  payment  of  dividends  from  capital, 
the  method  of  accounting  chosen  to  account  for  income  from  joint 
ventures  and  long-term  contracts  becomes  doubly  important. 

One  of  the  most  significant  developments  in  comparatively  recent 
years  is  the  widespread  use  of  the  joint  venture  as  a  form  of  organiza- 
tion used  for  larger  projects.  Essentially,  a  joint  venture  is  a  special 
purpose  partnership  through  which  two  or  more  construction  firms 
can  pool  their  finances,  their  bonding  capacity,  their  know-how 
and  their  equipment  in  the  performance  of  a  large  or  hazardous  job. 
The  joint  venture  is  an  effective  risk-spreading  device  and  many  are 
formed  for  that  purpose  alone.  At  other  times,  joint  ventures  are 
used  to  give  promotors  or  key  employees  participation  in  a  par- 
ticular job  without  participation  in  the  operation  of  the  company 
as  a  whole. 

For  all  practical  purposes,  the  construction  accountant  may  prop- 
erly treat  a  joint  venture  as  a  partnership.  There  are  some  technical 
differences  in  law  and  in  the  past  the  income  tax  authorities  have 
sought  to  tax  them  as  associations  taxable  as  a  corporation.  Properly 
used,  however,  joint  ventures  are  a  safe  and  well-proved  device  for 
pooling  abilities  and  facilities  and  for  spreading  construction  risks. 
It  is  rarely  good  practice  to  use  the  same  joint  venture  for  more  than 
one  job  and  this  is  true  even  though  the  participants  and  the  in- 
terests are  the  same.  Some  joint  ventures  even  carry  this  separation 
feature  to  the  point  of  securing  separate  employer's  numbers  for 
social  security  purposes  and  other  licenses  and  permits  on  the  same 
basis. 

In  most,  though  not  all,  states  a  corporation  may  enter  into  a 
joint  venture  without  specific  provisions  in  its  articles.  So  also,  gen- 
erally speaking,  may  a  partnership,  a  proprietorship,  or  another 
joint  venture.  Whether  a  trust  may  do  so  usually  depends  upon  the 
provisions  of  the  trust  instrument.  The  safest  procedure  is  always 
to  discuss  the  formation  of  a  joint  venture  with  legal  counsel. 

Most  joint  ventures  maintain  separate  accounting  records,  com- 
plete with  general  ledger,  and  it  is  usually  the  duty  of  job  manage- 
ment under  the  supervision  of  the  sponsor  (the  managing  partner) 
to  keep  the  members  of  the  venture  informed  on  the  progress  of 


12  1:   BASIC    OPERATIONAL    PATTERNS 

the  work  and  the  financial  position  of  the  venture.  Sometimes  a 
management  committee  consisting  of  representatives  from  each  mem- 
ber organization  takes  the  place  of  the  sponsor,  though  under  some 
circumstances  this  procedure  might  cause  the  authorities  to  view  the 
venture  as  an  association  taxable  as  a  corporation,  and  therefore 
might  be  undesirable. 

Occasionally,  tax  considerations  permitting,  a  special  purpose 
corporation  may  be  formed  instead  of  a  joint  venture,  and  its 
corporate  officers  will  probably  then  be  chosen  from  the  several 
member  companies. 

During  periods  of  excess  profits  taxation,  construction  companies, 
like  many  other  companies,  have  tended  to  avoid  the  corporate 
form.  Frequently  substantial  tax  savings  have  been  achieved  in  this 
way.  However,  unless  the  tax  cost  is  prohibitive,  the  corporate  form 
has  generally  proved  desirable  even  for  very  small  firms,  and  for  a 
number  of  reasons.  Corporations  are  not  subject  to  graduated  sur- 
tax rates  and  so,  barring  excess  profits  taxes,  it  makes  less  difference 
which  year  profits  are  reported.  Most  of  all,  construction  is  a  risky 
business  and  often  the  corporate  form  is  the  only  hedge  that  indi- 
viduals have  against  possible  financial  disaster. 

One  common  objection  offered  to  the  incorporation  of  a  small 
business  is  that  corporate  accounting  is  much  more  complicated  and 
costly  and  that  the  cost  is  unjustified.  This  charge,  of  course,  is 
simply  not  true.  Accounting  for  operations  is  not  affected  by  the 
form  of  organization.  The  only  difference  is  in  the  method  of  ac- 
counting for  the  owner's  equity  and  in  formalizing  decisions  of 
major  importance  in  the  minute  book.  The  accountant  who  advises 
against  the  corporate  form  solely  on  the  ground  that  it  is  too  com- 
plicated and  costly  to  maintain  corporate  records  is,  by  his  own 
statement,  indicating  his  lack  of  qualification  to  express  an  opinion. 
Other  factors  may,  in  the  opinion  of  competent  legal,  tax,  and  ac- 
counting advisors,  make  the  use  of  the  corporate  form  inadvisable; 
but  the  cost  of  corporate  accounting  and  tax  reporting,  of  itself,  is 
normally  not  such  a  factor. 

A  much  more  important  practical  problem,  and  one  which  be- 
comes more  important  and  more  difficult  when  the  business  is 
incorporated,  is  that  which  arises  from  the  failure  of  the  proprietor, 
partners,  or  principal  officers,  to  realize  that  firm  transactions  must 
be  kept  separate  from  their  personal  accounts,  and  that  no  ac- 
countant, however  skillful,  can  keep  accurate  records  if  all  transac- 
tions are  not  disclosed  to  him. 

In   this   respect,   the   small   one-man   or    two-man    businesses   are 
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those  which  create  the  greatest  problem  for  the  accountant  and,  of 
course,  ultimately  for  the  owners.  Checks  may  be  written  to  "cash." 
Incoming  checks  may  be  cashed  and  the  money  spent  with  no  ac- 
counting. Equipment  may  be  purchased  with  no  papers  to  indicate 
the  complete  nature  of  the  transaction.  Complicated  "side  deals" 
may  be  made  with  no  indication  of  their  existence  and  may  ultimately 
be  liquidated  with  the  proceeds  of  collections  of  which  the  accountant 
has  no  knowledge.  In  other  words,  the  form  of  organization,  as 
such,  presents  no  serious  problem  for  the  construction  accountant. 
His  problem,  in  the  average  small  construction  firm,  generally  is 
to  secure  the  minimum  data  necessary  to  keep  adequate  books 
regardless  of   the  form  of  organization. 


Basic  Accounting  Patterns 


Once  the  pattern  of  operations  has  been  set,  the  accounting  pat- 
terns required  to  reflect  operations  fall  into  three  major  groups  rep- 
resented by  these  questions: 

1.  Where   will   the   accounting  be  done? 

2.  What   information   is   needed   and   why? 

3.  What  is  the  best  way  to  go  about  getting  it? 

At  first  glance  it  might  appear  that  the  question  of  what  is  needed 
and  why  should  come  first.  However,  it  has  already  been  pointed 
out  that  many  of  the  functions  to  be  performed  by  accounting  are 
determined  by  job  location  alone.  Hence  the  "where"  often  has  a 
great  deal  to  do  with  determining  the  "what"  and  the  "why." 

Centralized  and  decentralized  accounting  compared 

It  has  been  noted  that  one  of  the  distinguishing  features  of  the 
construction  industry  is  that  its  physical  operations  cannot  be  cen- 
tralized but  must,  for  the  most  part,  take  place  at  the  site  of  the 
real  estate  that  is  being  improved.  It  follows  that  people  at  the 
job  site  have  firsthand  knowledge  of  conditions  and  occurrences 
there. 

14 
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One  of  the  most  basic  of  construction  accounting  problems  is 
how  much  to  do  in  the  general  office.  Obviously  the  answer  must 
vary  according  to  the  circumstances  of  each  individual  contractor 
if  not  with  each  individual  job.  It  is  a  fallacy  to  assume  that  pro- 
cedures which  worked  well  for  one  company  or  on  one  job  will 
necessarily  work  equally  well  for  all  contractors  or  on  all  jobs.  The 
procedures  followed  in  any  successful  system  are  flexible  enough 
to  meet  a  wide  variety  of  conditions  without  sacrificing  any  basic 
controls. 

It  almost  goes  without  saying  that  the  smaller  the  job,  the  smaller 
the  proportion  of  job  accounting  that  will  be  done  at  the  job  site. 
On  the  smallest,  only  timekeeping  and  receiving  of  materials  will  be 
done  on  the  job.  Repairmen  who  carry  a  truck  inventory  may  add  a 
record  of  materials  used.  As  the  jobs  grow  larger  the  question  of 
decentralization  becomes  more  important,  and  more  factors  affect 
the  decision.  What  those  factors  are  and  how  they  are  applied  is 
covered  in  Chapter  3.  The  point  here  is  to  recognize  the  centraliza- 
tion-decentralization decision  as  one  of  the  basic  problems  in  fitting 
accounting   patterns   to   operational   patterns. 

Schedule  2.1  compares  centralized  and  decentralized  accounting 
on  the  basis  of  the  several  control  factors  involved.  It  is  based  on 
the  assumption  that  the  jobs  are  large  enough  to  justify  decentraliza- 
tion and  the  means  of  communication  are  good  enough  to  make 
centralization  practical. 


SCHEDULE  2.1/COMPARISON  OF  CENTRALIZED  AND  DECENTRALIZED 
ACCOUNTING 

Centralized  Decentralized 

Financial  control 

Financial    records    can    be    kept    by  Job  personnel  are  closer  to  the  facts 

better   trained   people   under   super-  and   therefore  are  in  a  better  posi- 

vision  and  control  of  top  accounting  tion    to    have   prompt,    accurate    in- 

personnel,  and  the  need  for  going  to  formation.     The   general    office    rec- 

the  field  for  additional  facts  is  held  ords    are    no   better    than    the    data 

to  a  minimum.    Hence  there  can  be  supplied  by  the  field, 
more   uniformity   and   greater   accu- 
racy. 
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SCHEDULE  2.1 /ACCOUNTING  SYSTEMS  COMPARED  (Cont.) 


Centralized 


Decentralized 


Cost  control 


If  volume  is  great  enough  to  permit 
cost  records  to  be  mechanized,  more 
and  better  cost  statements  can  be 
made  in  the  general  office,  and 
greater  uniformity  in  presentation  of 
cost  statements  can  be  achieved. 


Cost  statements  lose  much  of  their 
value  as  tools  of  job  management  if 
they  are  not  completely  current.  The 
time  required  to  transmit  cost  data 
to  the  general  office,  process  it,  and 
return  it  to  the  field  is  too  great, 
and  cost  keeping  becomes  a  useless 
expense. 


Auditing 


The  cost  of  adequate  auditing  pro- 
cedures is  less  when  the  auditor  has 
all  the  records  in  front  of  him  in  one 
place  and  the  responsibilities  are 
centralized. 


There  can  be  no  adequate  audit  of 
operating  accounts  of  a  construction 
company  without  a  thorough  under- 
standing of  job  site  conditions;  this 
can  not  be  obtained  in  the  general 
office. 


Reporting 


Financial  statements  are  one  of  the 
tools  of  management  and  as  such 
must  be  prompt,  accurate,  and  con- 
sistent. Where  all  accounts  are  cen- 
tralized there  is  no  need  for  delay  in 
securing  data  from  the  job;  and  state- 
ments can  be  prepared  by  top  ac- 
counting personnel  of  the  company 
or  by  outside  accountants  without 
delay  and  without  inconsistencies.  If 
special  statements  for  special  pur- 
poses are  required  they  may  be  taken 
quickly  from  records  at  hand  without 
risk  of  errors  in  communication. 


Over-all  financial  reports  are  of 
limited  usefulness  to  management, 
and  without  substantial  supporting 
detail  (not  readily  available  in  the 
general  office),  the  statements  can 
be  misleading.  Properly  organized, 
there  need  be  no  delay  or  incon- 
sistency in  reports  from  the  jobs. 
Special  statements  usually  require 
data  not  readily  obtainable  from  the 
ledgers.  Usually  such  data  are  more 
quickly  and  accurately  obtained  at 
the  job  site. 


Job  management 


Job  management  is  not  a  function 
performed  solely  at  the  job  site.  To 
utilize  top  management  skills  effec- 
tively, the  general  office  must  get 
prompt,  definitive,  current  job  in- 
formation. 


When  job  management  uses  account- 
ing records  to  control  job  operations, 
such  records  must  be  completely  cur- 
rent to  be  useful.  Usually  this  pre- 
cludes centralization  because  of  the 
necessary  transmission  time. 
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SCHEDULE    2.1 /ACCOUNTING    SYSTEMS    COMPARED    (Cont.) 

Centralized  Decentralized 

Overhead  control 

Centralization  permits  more  speciali-  The  mere  fact  that  a  trained  ac- 
zation,  more  mechanization,  and  countant  may,  in  a  job  office,  be 
better  supervision.  Hence  job  ac-  called  upon  to  do  such  routine  tasks 
counting  can  be  done  at  lower  cost.  as  typing  and  filing  does  not  neces- 
Also,  a  more  objective  view  of  job  sarily  indicate  inefficient  use  of  labor, 
site  overhead  is  possible  to  those  not  Normally  a  capable  job  accountant 
directly  concerned,  and  hence  fewer  combines  a  large  amount  of  internal 
personal  elements  will  enter  into  checking  with  these  operations.  If 
overhead    reduction    measures.  job     management     is     properly     in- 

formed it  is  usually  cost-conscious 
enough  to  control  overhead  without 
help  from  the  general  office. 

It  is  clear  from  Schedule  2.1  that  where  there  is  a  choice  between 
centralized  and  decentralized  job  accounting,  persuasive  arguments 
exist  on  both  sides  of  the  question.  A  more  detailed  examination  of 
the  problems  of  centralized  and  decentralized  accounting  will  be 
found  in  Chapter  3.  At  this  point  it  is  important  only  to  recognize 
the  question  as  one  involving  one  of  the  most  basic  patterns  in  con- 
struction accounting.  Whether  he  knows  it  or  not,  every  contractor 
must  recognize  this  question  and  deal  with  it  one  way  or  another 
the  first  day  he  starts  his  operations. 

Basic  records 

One  of  the  important  reasons  why  construction  contractors,  like 
all  other  business  concerns,  must  keep  complete  and  accurate  rec- 
ords, is  that  numerous  laws  require  them.  Without  such  laws  many 
smaller  contractors  would  keep  no  records  at  all,  and  many  con- 
tractors' records  would  be  less  elaborate.  Essentially  the  minimum 
records  required  include  detailed  records  of  cash  receipts  and  cash 
disbursements,  purchases,  income,  gross  receipts,  individual  earnings 
records  of  employees,  and  a  summary  of  all  these,  usually  in  the  form 
of  a  general  ledger. 

Since  such  a  record  is  required  by  law  it  would  be  wasteful  not 
to  use  it  to  the  greatest  possible  advantage.  Most  accountants  and 
all  of  the  more  successful  contractors  consider  the  legal  require- 
ment as  secondary  to  the  need  of  management  for  adequate  records. 
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The  fact  remains,  however,  that  a  considerable  number  of  con- 
tractors use  their  records  only  as  a  means  of  satisfying  governmental 
requirements.  This  group  is  losing  money  by  failure  to  make  the 
greatest  possible  use  of  something  they  must  pay  for  in  any  event. 
A  mere  historical  record  is  limited  in  usefulness.  Of  course, 
reference  to  individual  accounts  in  the  general  or  subsidiary  ledgers 
is  common,  particularly  to  locate  original  documents  connected 
with  some  particular  transaction  or  series  of  transactions.  Thus  an 
account  in  the  general  ledger  might  be  used  to  locate  the  vouchers 
and  other  documents  necessary  to  establish  the  nature  of  a  transac- 
tion for  income  tax  purposes.  An  account  in  the  accounts  receivable 
ledger  might  be  used  to  prepare  a  detailed  statement  of  the  ac- 
count for  collection  purposes.  The  cost  ledger  might  be  used  to  trace 
the  source  of  certain  materials  or  supplies,  or  the  purchase  record 
might  be  used  to  develop  data  to  secure  business  on  a  reciprocity 
basis.  However,  the  most  important  use  for  the  basic  records  is  to 
provide  the  raw  materials  for  financial  statements. 

Reporting 

The  reason  for  the  limited  usefulness  of  the  basic  records  is  the 
fact  that  they  are  not  necessarily  designed  to  make  significant  group- 
ings or  comparisons.  That  is  the  function  of  reporting — in  other 
words,  the  financial  statements.  The  mere  statement  that  a  construc- 
tion company  has  $25,000  in  cash  means  very  little  by  itself.  How- 
ever, if  it  is  stated  that  the  company  has  $25,000  in  cash  and  $50,000 
in  current  receivables  and  other  current  assets,  and  that  its  cur- 
rent liabilities  total  $30,000,  the  figures  begin  to  be  significant. 

To  the  credit  man  at  the  lumber  yard  this  would  normally  mean 
that  the  company  is  in  a  position  to  pay  its  bills  currently  and  that, 
other  things  being  equal,  a  reasonable  line  of  credit  is  probably 
justified.  To  the  banker  and  to  the  bonding  company,  it  would 
indicate  the  probability  that  the  company  could  be  reasonably  ex- 
pected to  handle  a  backlog  of  work  of,  say,  $400,000  to  $450,000 
without  getting  into  financial  difficulties.  To  the  contractor  himself 
it  would  indicate  that  if  he  has  much  less  than  $400,000  backlog 
his  money  is  not  working  as  hard  as  it  should  be,  and  if  he  has  much 
more  than  $450,000  backlog  he  may  be  overextending  himself. 

Naturally  the  significance  of  the  amounts  involved  will  vary  with 
all  of  the  circumstances  and  will  not  depend  solely  on  current  posi- 
tion. It  is  for  the  financial  statements  to  bring  out  all  the  significant 
facts  essential  to  a  proper  evaluation  of  the  company's  current 
position  and  the  results  of  its  operations. 
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Suppose,  however,  that  the  company  referred  to  above  were  a  sub- 
contractor working  on  lump  sum  contracts,  and  that  included  in  the 
$50,000  current  receivables  were  $30,000  in  retained  percentages  due 
from  prime  contractors.  If  the  subcontractor  could  not  expect  to  be 
paid  for  these  retentions  until  the  prime  contractors  were  paid  their 
retentions  by  the  owners,  then  the  subcontractor's  funds  would  be 
partially  frozen,  so  that  he  might  have  only  $15,000  in  net  working 
capital  available.  Naturally,  the  volume  of  work  that  he  might  take 
on  successfully  would  be  reduced  proportionately.  On  the  other  hand, 
the  volume  of  work  that  the  contractor  could  undertake  would  not  be 
greatly  affected  if  all  his  contracts  were  on  a  cost-plus-fixed-fee  basis 
using  owner-furnished  revolving  funds. 

Thus,  it  is  the  function  of  the  balance  sheet  to  give,  as  well  as 
possible,  a  fair  summary  of  the  assets  and  liabilities  of  the  business 
at  a  given  time.  It  is  the  function  of  the  operating  statement  to  give  a 
fair  summary  of  the  results  of  operation  during  a  given  period.  In 
support  of  these  two  basic  statements  there  must  be  adequate  sched- 
ules to  detail  and  explain  all  the  important  facts  and  relationships 
necessary  to  evaluate  the  two  basic  statements  correctly. 

The  questions  of  what  statements  are  required  and  how  they  are 
constructed  are  covered  in  Chapter  16.  The  important  facts  to  be 
brought  out  here  are  these: 

1.  The  information  that  appears  on  a  financial  statement  is  deter- 
mined by  the  use  to  which  the  statement  will  be  put. 

2.  It  is  a  major  responsibility  of  management  to  utilize  its  financial 
reporting  to  the  greatest  possible  advantage. 

3.  It  must  be  recognized  that  financial  statements  report  only  past 
facts;  the  usefulness  of  those  facts  diminishes  with  time.  In  other 
words,  conditions  change  quickly  in  the  construction  business,  and  a 
statement  so  old  that  it  may  be  misleading  may  be  worse  than  no  state- 
ment at  all. 


Forecasting 

A  balance  sheet  is,  to  some  extent,  itself  a  forecast.  When  the  person 
preparing  the  balance  sheet  classifies  certain  assets  as  "current,"  he  is 
predicting  that  they  will  be  converted  into  cash  within  a  reasonably 
short  time — usually  one  year.  He  is  predicting,  as  a  rule,  that  the  ex- 
cess of  costs  over  progress  billings  represents  an  asset  and  not  a  loss; 
and  when  he  makes  provision  for  taxes  he  is  predicting  that  the  tax 
returns  will  be  accepted  substantially  as  filed. 

It  is  on  the  basis  of  the  balance  sheet,  the  operating  statement,  and 
the  analysis  of  jobs  in  progress  that  the  banker  forecasts  the  need  of 
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his  construction  client  for  short-term  loans  and  his  capacity  to  repay 
them.  On  the  basis  of  the  same  statements,  the  bonding  company  and 
prospective  clients  of  the  contractor  predict  his  ability  to  finance  the 
work  he  is  undertaking.  The  contractor  himself  uses  the  same  state- 
ments to  forecast  how  much  new  work  he  is  in  a  position  to  contract 
for  and  where  he  will  get  the  money,  equipment,  and  organization  to 
handle  it. 

However,  since  these  statements  reflect  the  past  only,  the  next  step 
in  the  forecasting  procedure  is  for  the  contractor  to  adjust  his  state- 
ments to  take  into  account  the  reasonable  expectations  for  the  future. 
The  most  common  forecast  of  this  type  is  the  cash  forecast. 

Cash  forecast:  To  make  a  cash  forecast  it  is  necessary  to  estimate, 
usually  by  months,  the  times  when  progress  payments  may  be  expected 
and  when  any  cash  from  other  sources  will  be  available.  It  is  also  nec- 
essary to  anticipate  the  cash  requirements  of  known  work,  overhead, 
taxes,  equipment  purchases,  and  loan  repayments.  Schedule  2.2  is  a 
brief  example  of  one  of  several  satisfactory  forms  of  cash  forecast. 

There  are  contractors  who  maintain  that  such  forecasts  are  a  waste 
of  time  because  they  become  obsolete  before  they  are  prepared,  be- 
cause the  collectibility  of  payments  is  not  predictable,  and  because  they 
mislead  the  reader  by  anticipating  funds  not  actually  on  hand.  All  of 
these  objections  miss  the  point.  The  type  of  cash  forecast  illustrated 
accomplishes  two  things:  (1)  It  inventories  cash  resources  and  balances 
expected  needs  against  them;  (2)  It  schedules  the  work  that  must  be 
done  and  the  collections  that  must  be  made  if  money  is  to  be  on  hand 
to  pay  the  bills. 

Such  cash  forecasts,  as  used  by  progressive  construction  companies, 
are  made  quickly,  because  they  do  not  seek  to  achieve  more  than  ap- 
proximate accuracy.  However,  they  must  be  made  by  someone  who 
knows  conditions  and  who  recognizes  the  forecasts  for  what  they  are 
— a  financial  plan  to  be  followed  as  nearly  as  possible  and  to  be  varied 
when  necessary.  On  the  basis  of  such  a  forecast  it  is  possible  to  estimate 
what  short-term  loans  will  be  needed  and  how  and  when  they  will  be 
repaid.  With  this  type  of  forecast  to  show  the  banker,  it  will  be  easier 
for  a  deserving  borrower  to  get  the  needed  credit.  If  there  is  reason  to 
believe  that  the  collection  of  the  expected  funds  will  be  slow,  the  fore- 
cast will  call  attention  to  the  need  for  greater  collection  effort. 

The  expected  availability  of  cash  may  make  a  great  deal  of  differ- 
ence in  the  way  new  work  is  estimated.  If  adequate  working  capital 
will  be  available,  the  contractor  may  bid  more  lump  sum  work.  If 
working  capital  is  likely  to  be  tied  up  for  some  time,  he  may  try  to 
convert  some  of  his  lump  sum  bids  to  fixed-fee  jobs  with  guaranteed 
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maximum  prices  and  financed  by  a  client-furnished  revolving  fund.  If 
work  is  scarce  and  jobs  in  progress  are  approaching  completion  he 
might  bid  more  competitively  and  on  a  lower  margin  in  anticipation 
of  being  able  to  finance  the  work  with  funds  from  jobs  closing  out. 

Some  cash  forecasts  are  based  on  types  of  work  rather  than  on  indi- 
vidual jobs.  Thus  the  captions  for  receipts  might  be  something  like 
"Contract  work,"  "Maintenance  work,"  "Repair  jobs,"  and  so  on,  and 
for  expenditures,  such  items  as  "Payrolls,"  "Purchases,"  and  "Taxes." 
In  some  types  of  construction  businesses  this  is  the  only  practical  way. 
However,  where  a  number  of  jobs  are  in  progress  over  several  months, 
the  form  shown  in  Schedule  2.2  has  the  advantage  of  providing  a  re- 
view of  completion  schedules  at  the  same  time  that  the  forecast  is  be- 
ing prepared. 

There  are  three  important  limitations  to  the  use  of  such  a  forecast. 
First,  it  is  no  more  accurate  than  the  thinking  that  goes  into  it.  There- 
fore it  is  not  a  mere  juggling  of  figures  to  be  assigned  to  anyone  who 
has  nothing  better  to  do.  It  is  a  monthly  review  of  the  immediate  past 
and  the  best  estimate  of  the  course  of  the  business  for  the  immediate 
future.  When  it  is  being  prepared,  the  best  combined  thinking  of  man- 
agement together  with  its  outside  accountants  and  financial  advisers 
is  brought  to  bear  on  the  immediate  financial  problems  of  the  com- 
pany. If  the  cash  forecast  is  not  prepared  in  this  way  it  loses  much  of 
the  meaning  it  should  have,  and  may,  in  fact,  become  as  misleading  as 
its  critics  charge. 

Second,  it  must  be  remembered  that  a  forecast  guarantees  nothing. 
The  money  expected  will  arrive  only  if  the  thinking  that  accompanied 
the  forecast  is  translated  into  effective  action.  There  is  a  strong  temp- 
tation, particularly  when  a  bank  loan  is  being  sought,  to  indulge  in 
wishful  thinking  and  overly  optimistic  guessing.  This  may  work  once 
but  if  the  figures  do  not  prove  to  be  reasonable,  the  banker  will  tend 
to  doubt  all  the  contractor's  estimates  in  the  future.  This  could  be  dis- 
astrous to  credit,  and  since  the  banks  and  bonding  companies  usually 
work  very  closely  together  it  might  well  hurt  the  contractor's  bonding 
capacity.  Cash  forecasting  requires  the  same  hardheaded  realism  as 
bidding.  Excessive  optimism  in  either  can  lead  to  serious  trouble.  On 
the  other  hand,  careful,  conservative  forecasting  can  be  one  of  the 
most  useful  tools  of  financial  management. 

Third,  a  cash  forecast  is  not  necessarily  indicative  of  profit  or  loss. 
A  contractor  may  have  a  great  deal  of  highly  profitable  work  in  process 
and  still  be  very  short  of  cash.  In  fact,  he  is  often  in  that  position.  An 
expanding  business  works  its  money  very  hard  and  working  funds  do 
not  stay  any  longer  in  the  bank  account  than  working  equipment  stays 
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in  the  contractor's  yard.  For  purposes  of  tax  planning  and  the  long- 
range  planning  of  operations,  the  proper  procedure  is  to  employ  the 
"profit-and-loss"  or  "operations"  forecast. 

Profit-and-loss  or  operations  forecast:  The  forecast  of  profit  and 
loss  is  not  commonly  used  by  smaller  contractors  because  it  is  based, 
essentially,  on  the  concept  of  a  "break  even"  point.  In  manufacturing 
and  marketing  the  break  even  point  is  that  volume  of  sales  which  will 
produce  enough  gross  profit  to  pay  the  fixed  overhead  expenses.  In  con- 
struction, the  volume  of  job  revenue  tends  to  vary  more  and  to  be 
subject  to  greater  fluctuations  in  the  rate  of  gross  profit  than  the  sales 
of  a  manufacturing  or  marketing  business.  The  concept  is,  therefore, 
harder  to  apply  to  construction.  One  notable  exception  is  the  builder 
of  tract  housing  whose  operations,  in  many  respects,  are  similar  to 
those  of  a  manufacturer.  Another  such  exception  is  the  plumber  or 
electrician  who  does  a  large  volume  of  small  maintenance  jobs.  These 
operations  are  similar  to  a  retail  marketing  business.  For  the  most 
part,  however,  construction  companies  tend  to  have  less  predictable 
fluctuations  both  in  volume  of  business  done  and  in  gross  profit. 

Nevertheless,  in  a  market  where  there  is  a  reasonable  amount  of 
available  business,  and  assuming  a  reasonable  degree  of  skill  in  esti- 
mating, the  principal  factors  limiting  the  volume  of  a  contractor's 
business  are  the  amount  of  his  capital  and  the  size  and  ability  of  his 
organization.  If  recognition  is  given  to  these  two  factors,  a  contractor 
may,  by  comparing  the  results  of  past  operations  with  a  sound  estimate 
of  present  and  future  conditions,  arrive  at  a  reasonable  estimate  of 
the  volume  of  work  which  he  can  reasonably  expect  to  complete  and 
the  average  gross  profit  which  he  can  reasonably  expect  that  amount 
of  work  to  produce.  In  fact,  some  contractors  start  their  profit  and 
loss  forecasting  with  an  estimate  of  expected  annual  gross  profit. 
Others  estimate  gross  profit  in  terms  of  a  stated  number  of  dollars 
per  permanent  employee. 

To  illustrate  a  somewhat  more  conventional  approach,  assume  a 
building  contractor  finds  that  over  the  past  several  years  he  has  been 
able  to  earn  net  job  revenue  (gross  profit)  averaging  6  per  cent  on 
total  job  revenue  (contract  price  of  completed  work).  Assume  further 
that  his  estimate  of  the  market  for  the  coming  year  combined  with 
the  capacity  of  his  organization  and  the  amount  of  available  working 
capital  lead  him  to  believe  that  he  can  complete  $1  million  in  con- 
tract volume  and  make  an  average  of  6  per  cent  gross  profit  on  it.  On 
the  basis  of  these  assumptions,  the  contractor  must  keep  his  overhead 
under  $60,000  if  he  is  to  make  a  profit. 

This  sort  of  planning  requires  a  very  high  degree  of  management 
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skill  and  usually  the  best  of  outside  advice.  Once  the  technique  is 
mastered,  however,  it  enables  the  contractor  to  use  his  available  re- 
sources to  the  greatest  possible  extent  and  to  the  greatest  possible 
advantage.  To  make  such  estimates  the  first  requirement  is  accurate 
financial  statements  prepared  on  a  consistent  basis  over  a  period  of 
several  years.  The  second,  and  equally  important  requirement,  is  a 
record  of  past  forecasts  and  the  amounts  and  reasons  for  their  varia- 
tions from  actual  operating  results.  The  third  requirement  is  a  sound 
analysis  of  existing  and  future  market  conditions  coupled  with  sound 
planning  for  making  the  most  of  them.  Combining  these  three 
elements,  a  sound  and  conservative  management  can  forecast  operat- 
ing results  with  a  high  degree  of  accuracy  and  in  so  doing  can  develop 
the  information  necessary  to  plan  the  most  effective  use  of  its  organiza- 
tion, equipment,  and  capital. 

Basic  methods  compared 

In  theory,  the  distinctions  between  the  basic  accounting  methods 
used  by  construction  companies  are  fairly  simple.  Under  the  cash 
method,  income  is  taken  into  account  when  it  is  received  and  costs 
and  expenses  are  taken  into  account  when  they  are  paid.  Under  the 
accrual  method,  income  is  taken  into  account  when  it  is  earned  re- 
gardless of  when  it  is  received  and  costs  and  expenses  are  taken  into 
account  when  they  are  incurred  regardless  of  when  they  are  paid. 
Under  the  percentage-of-completion  variation  of  the  accrual  method, 
income  is  determined  by  applying  the  estimated  percentage  of  com- 
pletion on  each  job  to  the  estimated  net  job  revenue.  Costs  and  ex- 
penses are  taken  into  account  as  in  the  accrual  method.  Under  the  com- 
pleted-contract  variation  of  the  accrual  method,  the  contract  revenue 
and  the  contract  costs  are  accumulated  for  each  job  and  the  difference 
between  the  two  is  taken  into  account  as  profit  or  loss  when  the  job 
is  completed.  In  practice,  unfortunately,  the  distinctions  between 
these  basic  systems  lose  much  of  their  simplicity,  and  hybrid  methods 
are  common. 

The  cash  method:  There  may  be  some  construction  businesses 
to  which  the  pure  cash  method  is  applicable,  but  they  are  very  rare. 
The  jobs  would  have  to  be  very  small  and  the  receivables,  equipment, 
and  inventories  minute.  Many  firms,  however,  use  a  modified  form 
of  cash  method  which  follows  the  federal  income  tax  regulations. 
Under  that  method  most  income  and  expense  items  are  determined  on 
the  basis  of  cash  receipts  and  disbursements.  Purchases  of  equipment 
and  certain  other  items    (such  as  insurance  policies  affecting  more 
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than  one  year),  however,  are  not  charged  to  expense  but  are  treated 
as  assets  ("capitalized"  to  use  the  accounting  term),  and  only  the 
depreciation  or  "amortization"  charged  to  cost.  Equipment  purchased 
on  a  chattel  mortgage  or  conditional  sales  contract  is  considered  to 
be  fully  owned  and  the  liability  is  recognized  and  taken  into  account 
on  the  books.  If  the  jobs  are  small  and  are  done  for  cash;  if  there  is 
little  or  no  inventory;  and  if  equipment  is  not  an  important  factor, 
the  cash  method,  as  so  modified,  is  simple  and  effective.  However,  for 
the  average  construction  business  it  is  neither  economical  for  tax 
purposes  nor  adequate  for  business  purposes. 

The  accrual  method:  For  the  majority  of  construction  busi- 
nesses, the  accrual  method  is  the  most  (if  not  the  only)  acceptable 
method.  Companies  with  long-term  contracts  may  use  one  of  the 
special  variations:  percentage-of-completion  or  completed-contract. 
Basically  the  problem  is  one  of  matching  costs  and  expenses  against 
the  revenue  to  which  they  are  most  closely  related. 

The  courts  have  occasionally  confused  this  basic  concept  by  holding 
that  income,  even  though  earned,  and  costs,  even  though  incurred, 
are  not  accruable  until  a  legally  enforceable  claim  has  arisen.  Thus,  a 
retained  percentage,  though  fully  earned  and  accruable  by  accounting 
standards,  would  not  be  accruable  under  the  rule  of  some  of  the  cases 
until  it  became  due  and  payable  under  the  contract.  By  the  same 
reasoning,  it  would  seem  to  follow  that  a  liability,  though  fully  in- 
curred, would  not  be  accruable  until  the  time  for  immediate  perform- 
ance had  arrived.  Obviously,  while  such  standards  may  be  acceptable 
at  law,  they  would,  if  applied  consistently  in  accounting,  destroy  much 
of  the  value  of  a  company's  financial  statements.  The  accounting  test 
of  matching  revenues  with  the  related  costs  is  the  only  practical  one 
from  a  business  viewpoint. 

Thus,  it  is  not  unusual  to  see  in  the  current  asset  section  of  a  con- 
struction company's  balance  sheet  such  items  as  "Amounts  earned 
but  unbilled."  For  a  contractor  doing  unit  price  work  this  entry 
might  represent  the  billing  price  of  units  completed  by  the  end  of  the 
accounting  period  but  not  billable  until  after  the  end  of  the  period. 
On  a  lump  sum  job  it  might  represent  the  progress  payment  which 
would  be  due  if  percentage  of  completion  had  been  computed  to  the 
end  of  the  accounting  period  instead  of  at  some  date  prior  to  the 
end  of  the  month.  Where  such  practice  is  followed,  the  related  costs 
would  be  included  in  the  "Cost  of  operations"  section  of  the  operat- 
ing (profit  and  loss)  statement. 

Some  companies  prefer  to  take  into  account  as  job  revenue  only  the 
amounts  actually  billable  during  the  accounting  period.  The  balance 
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sheet  treatment  then  would  depend  upon  whether  billings  or  costs  are 
greater.  If  billings  exceed  costs,  the  amount  of  the  excess  should  ap- 
pear in  the  current  liability  section  of  the  balance  sheet  under  some 
such  caption  as  "Excess  of  contract  billings  over  related  costs."  If 
costs  exceed  billings,  the  excess  should  appear  in  the  current  asset 
section  of  the  balance  sheet  under  some  such  caption  as  "Excess  of 
job  costs  incurred  over  related  progress  billings."  Of  course  if  there 
is  a  known  loss  it  should  be  taken  up  in  the  accounts.  The  amount 
to  be  taken  up  should  be  the  total  amount  of  the  known  loss,  even 
though  some  of  it  may  not  yet  have  been  actually  incurred,  on  the 
theory  that  any  foreseeable  loss  should  be  recognized  immediately. 

Whatever  the  detailed  mechanics  of  the  accounting  may  be,  the 
underlying  principles  are  these: 

1.  Income  is  to  be  recognized  when  earned  or  when  billable. 

2.  Costs  and  expenses  are  to  be  recognized  when  incurred. 

3.  Income  and  the  related  costs  and  expenses  are  to  be  taken  into 
operating  results  in  the  same  accounting  period. 

4.  All  known  losses  are  to  be  fully  provided  for  in  the  period  in 
which  they  become  determinable  with  reasonable  certainty. 

Variations  of  accrual  method:  The  terms  "completed-con tract- 
method"  and  "percentage-of-completion-method"  are  likely  to  appear 
in  any  discussion  of  construction  accounting.  Essentially  they  are  vari- 
ations of  the  accrual  method  of  accounting  designed  to  account  for 
operations  under  long-term  contracts  of  the  lump  sum  or  sometimes 
the  unit  price  type.  Their  use  arises  from  the  fact  that  any  particular 
job  may  continue  over  two  or  more  accounting  periods,  and  it  is 
necessary  to  determine  the  period  in  which  the  income  from  the  job 
will  be  taken  into  account. 

More  often  than  not  there  is  very  little  relation  between  amounts 
billed  to  owners  and  actual  earnings.  For  example,  it  is  almost  uni- 
versal practice  for  contractors  to  receive  progress  payments  as  their 
jobs  progress.  Sometimes  these  payments  aggregate  less  than  the 
costs  incurred  in  order  to  give  the  owner  protection  against  defaults 
and  liens  in  addition  to  the  customary  retained  percentage.  At  other 
times  an  owner  will  provide  for  the  cost  of  mobilization  and  move-in 
and  also  provide  the  contractor  with  working  capital  by  permitting 
progress  billings  substantially  in  excess  of  those  which  would  be  allow- 
able strictly  on  the  basis  of  materials  placed  or  units  of  work  actually 
completed. 

As  a  practical  matter,  payment  on  the  basis  of  physical  units  ac- 
tually completed  is  more  fiction  than  fact.  Almost  invariably,  par- 
tially completed  units  are  averaged  out  to  determine  the  basis  for 
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progress  payments  on  a  unit  price  contract.  Sometimes,  too,  mobiliza- 
tion and  other  preparatory  costs  incurred  on  unit  price  contracts 
are  reimbursed  on  the  basis  of  billing  stated  in  terms  of  units  though 
no  actual  units  have  been  completed.  On  lump  sum  contracts  the 
same  result  is  frequently  obtained  by  permitting  billings  on  the  basis 
of  percentages  of  completion  not  justified  by  physical  progress  alone. 

Because,  as  a  practical  matter,  the  customary  rules  of  accruing  in- 
come on  the  basis  of  billings  to  the  owner  so  rarely  provide  a  proper 
measure  of  earnings,  the  two  principal  variations  (completed-contract 
and  percentage -of-completion)  have  become  so  generally  accepted 
that  they  are,  in  themselves,  spoken  of  as  separate  accounting  methods 
instead  of  as  mere  variations  of  the  accrual  method. 

The  American  Institute  of  Certified  Public  Accountants  has  given 
a  simple,  understandable,  and  highly  authoritative  description  of  the 
completed-contract  method  and  the  percentage-of-completion  method 
of  accounting  for  long  term  contracts  of  the  construction  type.  It  is 
presented  here  as  Schedule  2.3. 


SCHEDULE    2.3/LONG-TERM    CONSTRUCTION    TYPE    CONTRACTS 

American  Institute   of   Certified  Public  Accountants,  Accounting  Research 
Bulletin  No.  45 

1.  This  bulletin  is  directed  to  the  accounting  problems  in  relation  to  con- 
struction type  contracts  in  the  case  of  commercial  organizations  engaged 
wholly  or  partly  in  the  contracting  business.  It  does  not  deal  with  cost-plus- 
fixed-fee  contracts,  which  are  discussed  in  Chapter  11,  Section  A,  of  Account- 
ing Research  Bulletin  No.  43,  other  types  of  cost-plus-fee  contracts,  or 
contracts  such  as  those  for  products  or  services  customarily  billed  as  shipped 
or  rendered.  In  general  the  type  of  contract  here  under  consideration  is  for 
construction  of  a  specific  project.  While  such  contracts  are  generally  carried 
on  at  the  job  site,  the  bulletin  would  also  be  applicable  in  appropriate  cases 
to  the  manufacturing  or  building  of  special  items  on  a  contract  basis  in  a 
contractor's  own  plant.  The  problems  in  accounting  for  construction  type 
contracts  arise  particularly  in  connection  with  long-term  contracts  as  com- 
pared with  those  requiring  relatively  short  periods  for  completion. 

2.  Considerations  other  than  those  acceptable  as  a  basis  for  the  recognition 
of  income  frequently  enter  into  the  determination  of  the  timing  and  amounts 
of  interim  billings  on  construction  type  contracts.  For  this  reason,  income  to 
be  recognized  on  such  contracts  at  various  stages  of  performance  ordinarily 
should  not  be  measured  by  interim  billings. 

GENERALLY    ACCEPTED    METHODS 

3.  Two  accounting  methods  commonly  followed  by  contractors  are  the 
percentage-of-completion  method  and  the  completed-contract  method. 
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Percentage-of-completion  method 

4.  The  percentage-of-completion  method  recognizes  income  as  work  on 
a  contract  progresses.  The  committee  recommends  that  the  recognized  income 
be  that  percentage  of  estimated  total  income,  either: 

(a)  that  incurred  costs  to  date  bear  to  estimated  total  costs  after  giving 
effect  to  estimates  of  costs  to  complete  based  upon  most  recent  information,  or 

(b)  that  may  be  indicated  by  such  other  measure  of  progress  toward  com- 
pletion as  may  be  appropriate  having  due  regard  to  work  performed. 
Costs  as  used  here  might  exclude,  especially  during  the  early  stages  of  a  con- 
tract, all  or  a  portion  of  the  cost  of  such  items  as  materials  and  subcontracts 
if  it  appears  that  such  an  exclusion  would  result  in  a  more  meaningful 
periodic  allocation  of  income. 

5.  Under  this  method  current  assets  may  include  costs  and  recognized 
income  not  yet  billed,  with  respect  to  certain  contracts;  and  liabilities,  in 
most  cases  current  liabilities,  may  include  billings  in  excess  of  costs  and  recog- 
nized income  with  respect  to  other  contracts. 

6.  When  the  current  estimate  of  total  contract  costs  indicates  a  loss,  in 
most  circumstances  provision  should  be  made  for  the  loss  on  the  entire 
contract.  If  there  is  a  close  relationship  between  profitable  and  unprofitable 
contracts,  such  as  in  the  case  of  contracts  which  are  parts  of  the  same  project, 
the  group  may  be  treated  as  a  unit  in  determining  the  necessity  for  a  pro- 
vision for  loss. 

7.  The  principal  advantages  of  the  percentage-of-completion  method  are 
periodic  recognition  of  income  currently  rather  than  irregularly  as  contracts 
are  completed,  and  the  reflection  of  the  status  of  the  uncompleted  contracts 
provided  through  the  current  estimates  of  costs  to  complete  or  of  progress 
toward  completion. 

8.  The  principal  disadvantage  of  the  percentage-of-completion  method 
is  that  it  is  necessarily  dependent  upon  estimates  of  ultimate  costs  and  con- 
sequently of  currently  accruing  income,  which  are  subject  to  the  uncertainties 
frequently  inherent  in  long-term  contracts. 

Completed-contract  method 

9.  The  completed-contract  method  recognizes  income  only  when  the  con- 
tract is  completed,  or  substantially  so.  Accordingly,  costs  of  contracts  in 
process  and  current  billings  are  accumulated  but  there  are  no  interim 
charges  or  credits  to  income  other  than  provisions  for  losses.  A  contract  may 
be  regarded  as  substantially  completed  if  remaining  costs  are  not  significant. 

10.  When  the  completed-contract  method  is  used,  it  may  be  appropriate  to 
allocate  general  and  administrative  expenses  to  contract  costs  rather  than  to 
periodic  income.  This  may  result  in  a  better  matching  of  costs  and  revenues 
than  would  result  from  treating  such  expenses  as  periodic  costs,  particularly 
in  years  when  no  contracts  were  completed.  It  is  not  so  important,  however, 
when  the  contractor  is  engaged  in  numerous  projects,  and  in  such  circum- 
stances it  may  be  preferable  to  charge  those  expenses  as  incurred  to  periodic 
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income.  In  any  case  there  should  be  no  excessive  deferring  of  overhead  costs, 
such  as  might  occur  if  total  overhead  were  assigned  to  abnormally  few  or 
abnormally  small  contracts  in  progress. 

11.  Although  the  completed-contract  method  does  not  permit  the  recording 
of  any  income  prior  to  completion,  provision  should  be  made  for  expected 
losses  in  accordance  with  the  well-established  practice  of  making  provision 
for  foreseeable  losses.  If  there  is  a  close  relationship  between  profitable  and 
unprofitable  contracts,  such  as  in  the  case  of  contracts  which  are  parts  of  the 
same  project,  the  group  may  be  treated  as  a  unit  in  determining  the  necessity 
for  a  provision  for  losses. 

12.  When  the  completed-contract  method  is  used,  an  excess  of  accumulated 
costs  over  related  billings  should  be  shown  in  the  balance  sheet  as  a  current 
asset,  and  an  excess  of  accumulated  billings  over  related  costs  should  be  shown 
among  the  liabilities,  in  most  cases  as  a  current  liability.  If  costs  exceed  bill- 
ings on  some  contracts,  and  billings  exceed  costs  on  others,  the  contracts 
should  ordinarily  be  segregated  so  that  the  figures  on  the  asset  side  include 
only  those  contracts  on  which  costs  exceed  billings,  and  those  on  the  liability 
side  include  only  those  on  which  billings  exceed  costs.  It  is  suggested  that  the 
asset  item  be  described  as  "Costs  of  uncompleted  contracts  in  excess  of 
related  billings,"  rather  than  as  "Inventory"  or  "Work  in  process,"  and  that 
the  item  on  the  liability  side  be  described  as  "Billings  on  uncompleted 
contracts  in  excess  of  related  costs." 

13.  The  principal  advantage  of  the  completed-contract  method  is  that  it 
is  based  on  results  as  finally  determined,  rather  than  on  estimates  for  un- 
performed work  which  may  involve  unforeseen  costs  and  possible  losses. 

14.  The  principal  disadvantage  of  the  completed-contract  method  is  that 
it  does  not  reflect  current  performance  when  the  period  of  any  contract 
extends  into  more  than  one  accounting  period  and  under  such  circumstances 
it  may  result  in  irregular  recognition  of  income. 

Selection  of  method 

15.  The  committee  believes  that  in  general  when  estimates  of  cost  to  com- 
plete and  extent  of  progress  toward  completion  of  long-term  contracts  are 
reasonably  dependable,  the  percentage-of-completion  method  is  preferable. 
When  lack  of  dependable  estimates  or  inherent  hazards  cause  forecasts  to  be 
doubtful,  the  completed-contract  method  is  preferable.  Disclosure  of  the 
method  followed  should  be  made. 

COMMITMENTS 

16.  In  special  cases  disclosures  of  extraordinary  commitments  may  be  re- 
quired, but  generally  commitments  to  complete  contracts  in  process  are  in  the 
ordinary  course  of  a  contractor's  business  and  are  not  required  to  be  dis- 
closed in  a  statement  of  financial  position.  They  partake  of  the  nature  of  a 
contractor's  business  and  generally  do  not  represent  a  prospective  drain  on 
his  cash  resources  since  they  will  be  financed  by  current  billings. 
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Two  of  the  committee  members  felt  the  provisions  for  losses  should 
be  made  only  by  footnotes  to  the  financial  statements.  One  of  the  com- 
mittee members  would  not  segregate  contracts  in  which  billings 
exceed  costs  from  those  in  which  costs  exceed  billings. 

Schedule  2.3  does  not  deal  with  special  accounting  problems  aris- 
ing from  cost-plus-fixed-fee  contracts,  and  refers  specifically  to  Chap- 
ter 11,  Section  A,  of  Accounting  Research  Bulletin  43  for  the  prin- 
ciples to  be  applied  to  fee  work.  The  applicable  portion  of  this  bulle- 
tin lists  the  four  most  important  problems  in  accounting  for  cost- 
plus-fixed-fee  contracts: 

(a)  When  should  fees  under  such  contracts  be  included  in  the  con- 
tractor's income  statement? 

(b)  What  amounts  are  to  be  included  in  sales  or  revenue  accounts? 

(c)  What  is  the  proper  balance  sheet  classification  of  unbilled  costs 
and  fees? 

(d)  What  is  the  proper  balance  sheet   treatment  of  various  items, 
debit  and  credit,  identified  with  cost-plus-fixed-fee  contracts? 

The  most  common  practice,  and  the  one  often  insisted  upon  by 
the  Internal  Revenue  Service,  is  to  accrue  the  fees  on  cost-plus-fixed- 
fee  contracts  in  the  period  when  they  become  billable.  The  reason 
is  that  most  cost-plus-fixed-fee  contracts  are  so  written  that  the  risk 
of  losing  the  fee  is  virtually  negligible.  However,  where  there  is  (as 
in  some  target  type  contracts)  a  chance  that  the  fee  may  be  lost 
through  operation  of  a  penalty  clause,  then  there  is  very  strong 
authority  to  support  deferring  any  recognition  of  income  from  cur- 
rent payments  on  the  fee  until  the  contract  is  completed,  or  sub- 
stantially so.  The  Bulletin  summarizes  it  in  this  way: 

"Judgment  must  be  exercised  in  each  case  as  to  whether  accrual  of 
the  fee  when  billable  is  preferable  to  accrual  on  the  usual  basis  of 
delivery  or  of  percentage  of  completion  otherwise  determined." 

The  second  of  the  four  problems  listed  in  Bulletin  43  has  to  do 
with  how  much  to  accrue.  There  would  appear,  in  general,  to  be 
three  possibilities.  First,  to  take  into  account  only  that  portion  of 
the  fee  which  will  be  received  currently.  In  other  words,  if  the  fee 
were  subject  to  a  10  per  cent  retention,  only  90  per  cent  would  be 
accrued.  This  is  not  the  usual  treatment  and  would  normally  be 
used  only  when  there  is  a  good  chance  that  the  retained  percentage  will 
not  be  collected.  Second,  it  is  the  usual  practice  in  maintenance  and 
service  contracts  where  total  volume  is  not  important,  to  accrue  the 
full  amount  of  the  fee  which  is  billable  even  though  some  portion  of 
it  may  be  retained  by  the  owner  until  completion  or  for  some  guar- 
antee period.  Third,  and  most  satisfactory  for  most  construction  com- 
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panies  operating  on  a  cost-plus-fee  basis,  is  to  take  into  revenue  the 
entire  amount  billed  or  billable  including  reimbursable  costs.  The 
reason  for  this  is  obvious.  Total  volume  is  significant  to  the  construc- 
tion contractor  in  a  number  of  different  ways  and  therefore  is  the 
sort  of  thing  which  should  be  directly  reflected  in  the  records. 

Unbilled  costs  and  fees  should  appear  on  the  construction  con- 
tractor's balance  sheet  as  receivables  and  not  as  inventory  or  as  an 
advance.  They  should  be  set  out  separately  under  some  such  cap- 
tion as  the  following: 

Unbilled  amounts  due  on  cost-plus- fixed-fee  contracts: 
Fees  earned 
Reimbursable  costs 

In  the  current  asset  and  current  liability  sections  of  the  balance 
sheet,  amounts  due  to  the  owner  under  a  cost-plus-fixed-fee  contract 
should  be  shown  separately  from  amounts  due  from  the  same  owner. 
Offsetting  is  so  rarely  proper  that  it  is  preferable  to  establish  a  policy 
of  showing  the  current  receivables  separately  from  the  current  pay- 
ables and  advances.  If  offsetting  is  applied,  however,  the  amounts  off- 
set and  their  general  nature  should  be  disclosed. 

Hybrid  methods:  Frequently  the  work  of  a  construction  com- 
pany will  include  some  cost-plus-fixed-fee  work,  some  lump  sum  and 
unit  price  work  of  a  type  that  justifies  the  use  of  percentage-of-com- 
pletion  accounting,  and  some  other  work  of  a  type  to  which  the 
completed-contract  method  is  applicable.  So  long  as  the  books  and  the 
financial  statements  clearly  reflect  the  facts  and  the  methods  used, 
and  so  long  as  the  methods  are  consistently  followed,  there  can  be 
no  reasonable  objection  to  such  procedure.  In  fact,  the  contractor 
has  a  legal  duty  to  keep  his  records  so  as  to  reflect  income  clearly,  and 
certainly  one  of  the  requirements  for  the  clear  reflection  of  income 
is  the  selection  of  accounting  methods  most  applicable  to  the  opera- 
tion to  be  accounted  for.  However,  indiscriminate  hopping  from  one 
method  to  another,  merely  to  gain  a  temporary  tax  advantage  or  to 
show  a  better  financial  statement  to  the  bank  or  bonding  company, 
is  an  invitation  to  serious  trouble.  Only  a  very  real  and  substantial 
change  in  conditions  will  justify  changing  a  method  once  it  is  adopted, 
and  even  then  the  Commissioner  of  Internal  Revenue  may  not  permit 
the  changed  method  to  be  used  for  tax  purposes. 

Income  tax  implications:  It  has  long  been  a  requirement  of  the 
federal  income  tax  regulations  that  the  accrual  method  must  be  used 
if  inventories  are  a  substantial  income-producing  factor.  This  re- 
quirement immediately  raises  the  question  of  the  nature  of  construc- 
tion work  in  progress.  Many  accountants  treat  it  as  an  inventory  item 
because  it  is  comparable  in  many  ways  to  the  work-in-process  of  a 
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manufacturing  concern.  However,  because  construction  work  usually 
consists  in  improving  the  real  property  of  some  other  person,  legal 
title  to  the  partially  completed  construction  work  is  generally  con- 
sidered to  vest  in  the  owner  of  the  real  property.  Sometimes,  as  in 
U.S.  government  contracts,  passage  of  title  to  the  work  and  materials 
is  spelled  out  in  the  contract.  The  technical  result  of  this  difference 
is  to  change  the  nature  of  the  contractor's  asset  from  an  inventory  item 
to  a  receivable  protected  by  lien  rights  (or  other  comparable  statutory 
rights). 

The  effect  of  this  distinction  on  a  contractor  reporting  on  the  modi- 
fied cash  method  permitted  for  tax  purposes  is  apparent.  So  long  as 
he  has  no  substantial  inventories  of  materials  or  supplies  he  would  be 
in  technical  compliance  with  this  portion  of  the  regulation.  Other 
factors,  such  as  the  effect  of  individual  state  laws  or  the  needs  of  the 
business  for  more  accurate  financial  statements  must,  of  course,  be 
considered.  Most  important  of  all,  in  terms  of  tax  effect,  is  the  possi- 
bility that  a  cash  basis  taxpayer  may  find  income  pyramiding  in  a 
single  year  with  losses  or  very  low  income  in  the  preceding  or  follow- 
ing years. 

The  federal  income  tax  regulations  and  those  of  most  of  the  states 
which  have  income  taxes,  provide  that  the  completed-contract  and 
percentage-of -completion  methods  of  reporting  income  may  be  used 
only  for  contracts  of  more  than  one  year's  duration.  Technically 
speaking,  this  precludes  most  small  contractors  from  using  them.  If 
such  contractors  cannot,  or  prefer  not  to  report  on  the  so-called  cash 
method,  they  are  forced  to  report  on  the  accrual  method  without 
modification.  As  a  practical  matter,  the  taxing  authorities  frequently 
accept  the  use  of  the  long-term  contract  methods  for  contracts  run- 
ning for  less  than  one  year  if  the  practice  is  consistent  and  no  serious 
distortions  result. 

If  there  are  no  distorting  factors  such  as  unbalanced  bids,  unbal- 
anced payment  schedules,  mobilization  payments,  or  inflated  percent- 
ages of  completion,  it  is  common  to  find  the  results  of  the  ordinary 
accrual  method  similar  to  the  accrual  method  applied  with  the  per- 
centage-of-completion  variation.  The  reason  is  that  many  contracts 
call  for  the  computation  of  progress  payments  on  the  basis  of  a  per- 
centage of  completion.  It  is  also  common  for  contractors  who  report 
on  the  accrual  method  without  the  long-term  contract  variations  to 
ignore  the  legal  niceties  governing  the  year  in  which  retained  per- 
centages are  includible  in  income  and  again,  as  a  practical  matter, 
such  treatment  is  accepted  by  the  taxing  authorities  if  it  is  consistently 
followed  and  no  material  distortions  result. 

Taxable  income  frequently  differs  from  book  income,  and  there 
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is  no  reason  why  they  must  coincide.  Nevertheless,  where  it  can 
properly  be  done,  there  are  considerable  advantages  in  keeping  the 
two  as  close  together  as  possible.  Not  the  least  of  these  advantages 
is  that  some  revenue  agents  mistakenly  believe  that  it  is  required. 
More  important,  however,  is  the  fact  that  the  closer  taxable  income 
approaches  book  income,  the  easier  it  is  for  actual  or  potential  tax 
liabilities  to  be  checked  and  for  anyone  not  familiar  with  the  com- 
pany's detailed  tax  position  to  reconcile  tax  provisions  with  the  in- 
come shown. 

Generally  speaking,  among  contractors  who  have  the  choice,  the  per- 
centage-of-completion method  has  been  preferred  for  tax  purposes, 
principally  because  of  the  impact,  in  recent  years,  of  the  excess  profits 
tax  on  corporations  and  of  the  steeply  graduated  surtax  rates  on  indi- 
viduals. Apologists  who  shrink  from  the  idea  of  accounting  methods 
being  chosen  for  tax  purposes  alone  hasten  to  point  out  that  wide  dis- 
tortions in  income  arising  from  the  use  of  the  completed-contract 
method  may  be  avoided  by  using  the  percentage-of-completion  method. 
It  may  be  questioned  whether  uniformity  for  its  own  sake  is  a  desir- 
able goal.  However,  heads  of  companies  with  outside  stockholders  un- 
familiar with  the  construction  business  point  to  an  extremely  im- 
portant nontax  advantage  in  keeping  the  flow  of  income  as  uniform 
as  possible.  It  saves  time  and  trouble  in  stockholders  meetings  when 
lengthy  explanations  of  variations  in  net  income  can  be  avoided. 

The  problem,  of  course,  lies  in  the  fact  that  the  annual  determina- 
tion of  income  is  virtually  a  cornerstone  in  our  income  tax  struc- 
ture. As  applied  to  a  large  segment  of  the  construction  industry,  the 
concept  is  totally  unrealistic.  There  are  very  few  construction  men 
who  will  not  admit  privately  that  there  is  no  real  profit  until  a  job 
is  completed.  It  is  true  that  interim  profits  on  certain  types  of  con- 
struction work  can  be  estimated  quite  accurately  provided  the  indi- 
vidual contractor  has  the  personnel  and  the  records  necessary  to  make 
such  estimates  possible.  It  is  equally  true,  however,  that  percentage-of- 
completion  reporting  for  tax  purposes  can  be  an  invitation  to  wishful 
thinking  and  provide  fertile  ground  for  an  opportunistic  type  of  so- 
called  tax  planning  that  frequently  gets  the  planners  into  serious  tax 
trouble. 

If  a  construction  company  is  incorporated  and  its  net  taxable  in- 
come is  not  likely  to  fall  below  the  $25,000  maximum  surtax  exemp- 
tion, there  is  a  great  deal  to  be  said  in  favor  of  the  completed- 
contract  method.  One  important  consideration  is  the  fact  that  often 
a  good  share  of  the  profit  is  tied  up  in  the  retained  percentage,  and 
now  that  corporate  income  taxes  are    (at  least  for  the  larger  com- 
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panies)  on  a  pay-as-you-go  basis,  it  may  be  quite  important  to  be  able 
to  pay  the  tax  out  of  the  cash  which  represents  the  profit.  On  the 
other  hand,  when  there  is  a  loss  it  is  frequently  possible  to  time  it  in 
such  a  way  as  to  offset  a  large  gain  on  another  job. 

One  other  factor,  which  is  only  indirectly  related  to  taxes,  never- 
theless deserves  mention  at  this  point.  It  has  been  mentioned  that  it 
is  desirable  to  keep  the  book  income  and  the  income  for  tax  pur- 
poses as  close  together  as  reasonably  possible  and  that  the  tax  returns 
be  prepared  by  the  same  method  that  is  used  for  the  financial  state- 
ments. If  the  method  chosen  is  the  completed-contract  method,  there 
is  somewhat  less  tendency  on  the  part  of  management  to  spend,  pre- 
maturely, profits  that  are  still  tied  up  in  jobs. 

Probably  the  most  important  observation  that  can  be  made  about 
the  tax  effects  of  accounting  decisions  in  a  construction  company  is 
that  taxation  is  a  highly  specialized  business  and  very  few  construc- 
tion companies  have  people  on  their  staffs  competent  to  make  de- 
cisions affecting  taxes.  Even  if  a  company  does  have  a  tax  man  on 
its  staff,  he  usually  needs  the  help  of  outside  specialists  to  check  his 
thinking.  The  most  costly  saving  a  construction  company  can  make 
is  to  skimp  on  job  supervision.  The  second  most  costly  saving  is  that 
made  by  failure  to  employ  thoroughly  competent  tax  counsel  on  a 
retainer  basis  for  year-round  consultation. 


3 


Centralized  or  Decentralized 
Accounting 


In  Chapter  2  it  was  pointed  out  that  one  of  the  first  decisions  a 
contractor  must  make  is  how  much  of  his  record  keeping  will  be  done 
at  the  job  site  and  how  much  in  the  general  office.  This  chapter  des- 
cribes the  more  important  factors  that  influence  the  decision. 

Chapter  2  also  indicates  that  for  most  small  contractors  cen- 
tralized accounting  is  the  only  practical  answer,  but  this  does  not  mean 
that  the  small  contractor  should  forget  the  possibility  of  decentraliza- 
tion. First,  his  operations  might  grow,  as  many  have,  to  the  point  at 
which  decentralization  is  practical  and  sometimes  even  desirable. 
Second,  he  might  get  a  single  large  job  which,  because  of  distance, 
bonding  requirements,  tax  considerations,  or  other  special  conditions, 
would  need  to  have  separate  accounting.  If  his  accounting  system  is 
properly  designed,  then  such  unusual  situations  can  be  handled  with- 
out any  drastic  changes,  or  the  use  of  any  untried  or  unfamiliar  pro- 
cedures. Third,  even  though  the  individual  jobs  of  a  smaller  con- 
tractor may  be  too  small  and  too  close  to  the  office  to  justify  separate 
job  accounting,  it  is  not  uncommon  to  see  contractors  in  the  smaller 
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towns  opening  branch  offices  in  neighboring  towns.  When  that  hap- 
pens the  smaller  contractor  will  have  to  face  the  same  problems  and 
consider  the  same  facts  as  he  would  if  he  were  one  of  the  largest  con- 
tractors opening  an  office  in  a  new  location. 

If  decentralization  of  a  single  job  or  the  opening  of  a  branch  office 
requires  basic  changes  in  accounting  forms  or  procedures,  then  the 
accounting  system  lacks  the  necessary  flexibility  and  there  is  a  good 
chance  it  is  inadequate  in  other  respects.  Preparation  of  payrolls  offers 
a  good  illustration.  Decentralization  would  probably  have  some  effect 
on  who  does  the  work,  where  it  is  done,  and  the  flow  of  paper  from 
the  job  to  the  paymaster  and  back.  It  should  not  affect  the  uses  to 
which  that  information  is  put,  and  it  probably  should  not  require  any 
substantial  changes  in  the  forms  on  which  it  is  recorded.  If  these 
basic  procedures  would  be  affected  by  decentralization,  then  the  con- 
tractor, large  or  small,  would  do  well  to  call  in  his  outside  accountant 
for  a  review  of  his  accounting  system. 

Physical  considerations 

Ease  of  communication  is  the  main  physical  factor  affecting  the 
decision  to  decentralize  the  accounting  for  a  given  job.  If  there  is  over- 
night mail  service,  good  telephone  service,  and  the  job  is  not  over 
two  hours  from  the  main  office  by  automobile,  then  there  is  little 
need  to  decentralize  for  physical  reasons.  The  longer  the  lines  of  com- 
munication become,  the  more  individual  accounting  functions  will 
need  to  be  taken  out  of  the  main  office  and  performed  at  the  job  site 
The  first  functions  to  be  moved  are  timekeeping  and  materials  receive 
ing.  These  are  followed  closely  by  job  site  preparation  of  final  pay- 
checks for  employees  who  are  being  laid  off.  The  next  to  follow  is  the 
preparation  of  the  entire  payroll,  and  then  the  preparation  of  the 
vouchers  and  checks  for  payment  of  current  accounts  with  vendors, 
subcontractors  and  others.  The  last  accounting  function  to  be  de- 
centralized is  almost  invariably  the  keeping  of  the  general  ledger  and 
the  preparation  of  the  financial  statements. 


Organizational  considerations 

The  effect  of  decentralized  accounting  on  the  contractor's  organiza- 
tion raises  several  questions.  The  first  of  these  is  incentive  compensa- 
tion for  key  men.  Some  contractors  have  a  policy  of  paying  bonuses 
to  job  site  personnel  based  on  the  results  of  the  individual  job.  If 
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this  procedure  is  followed  there  are  strong  psychological  advantages 
in  having  a  separate  set  of  books  for  each  job. 

The  second  question  concerns  the  caliber  of  personnel  required. 
Generally  speaking  a  higher  caliber  staff  must  be  employed  on  a  de- 
centralized job,  and  this  requirement  means  more  money  spent  on 
salaries.  For  example,  in  a  one-man  job  office,  the  job  accountant  must 
be  a  much  more  capable  and  versatile  man  than  his  head  office  coun- 
terpart. He  is  expected  to  be  able  to  do  anything  from  composing  and 
typing  letters  to  setting  up  and  operating  a  complete  set  of  general 
accounting  and  cost  records.  He  must  be  able  to  set  up  and  operate 
a  filing  system  and,  if  need  be,  a  warehouse.  He  must  know  enough 
about  taxation,  labor  relations,  banking,  subcontract  administration, 
and  commercial  law  to  recognize  problems  in  those  fields  when  he 
sees  them.  Most  of  all  he  must  be  enough  of  a  diplomat  to  get  co- 
operation from  the  project  manager,  superintendent,  engineers,  and 
foremen  who,  all  too  often,  are  inclined  to  look  on  office  activities  as 
"nonproductive  overhead"  and  upon  the  office  personnel  as  "mere 
clerks." 

This  last  fact  raises  one  of  the  most  difficult  organizational  prob- 
lems in  the  whole  field  of  construction  accounting.  There  must  be, 
on  every  job,  one  man  who  is  fully  responsible  for  that  job;  and  that 
man  must  have  authority  matching  his  responsibility.  It  is  inevitable, 
too,  that  the  man  in  charge,  regardless  of  his  title,  must  be  a  con- 
struction man  above  all  else.  If  he  has  a  working  knowledge  of  busi- 
ness management,  that  is  helpful,  but  incidental.  If  he  does  not  have 
a  knowledge  of  business  management,  and  is  aware  of  that  fact,  a 
strong  job  office  manager  can  cure  the  deficiency.  If  he  is  not  aware 
that  he  does  not  know  as  much  about  accounting  as  he  does  about 
construction,  the  job  accountant  is  in  for  trouble. 

The  job  accountant  can  be  only  as  effective  as  the  man  in  charge 
will  permit  him  to  be,  and  that  is  always  a  factor  to  evaluate  in  de- 
ciding whether  to  decentralize  job  accounting.  Some  construction 
firms  try  to  make  the  job  accountant  responsible  to  the  general  super- 
intendent (or  project  manager  or  chief  engineer)  in  administrative 
matters  and  to  the  controller  or  chief  accountant  in  functional  mat- 
ters. All  too  often  this  arrangement  merely  means  that  the  job  ac- 
countant has  two  bosses.  It  can  place  him  in  an  impossible  position 
if  the  project  manager  or  general  superintendent  is  trying  to  make 
his  job  look  good  on  paper  without  too  much  regard  for  the  accuracy 
of  the  records.  Sometimes  the  lack  of  proper  personnel  will  require 
centralized  accounting  for  a  job  which,  by  all  other  standards,  should 
be  decentralized. 
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Administrative  considerations 

One  of  the  greatest  advantages  of  decentralized  job  accounting  is 
that  (in  theory  at  least)  it  places  on  the  job  someone  capable  of 
taking  over  innumerable  administrative  duties  that  the  man  in  charge 
would  otherwise  have  to  perform.  In  so  doing,  a  larger  part  of  the 
top  man's  time  and  energy  is  free  to  be  used  on  the  actual  con- 
struction work,  where  he  is  best  qualified. 

Another  administrative  consideration  affecting  the  decision  on  de- 
centralized accounting  arises  only  in  connection  with  the  cost-plus  type 
of  contract.  It  is  usually  hard  to  get  reimbursment  on  a  cost-plus  job 
for  the  accounting  and  office  work  done  in  the  contractor's  main  office. 
On  the  other  hand,  the  cost  of  work  done  at  the  job  site  is  rarely, 
if  ever,  questioned.  Therefore,  many  cost-plus  jobs  on  which  central- 
ized accounting  and  office  work  would  actually  be  more  efficient  are 
decentralized  solely  because  the  client  refuses  to  pay  for  proper  job 
costs  if  they  happen  to  be  incurred  in  the  contractor's  main  office 
instead  of  in  the  field  office. 

Whether  to  decentralize  job  accounting  often  depends  on  the  an- 
swers to  these  three  questions: 

1.  Will  it  cost  more  to  decentralize? 

2.  If  so,  how  much  more? 

3.  If  we  should  decide  to  do  it,  what  do  we  get  for  the  extra  money 
spent? 

The  answer  usually  is  that  it  does  cost  more  for  the  actual  .account- 
ing work  when  it  is  decentralized.  How  much  more  is  a  hotly  debated 
question.  It  is  variously  estimated  that  the  additional  cost  ranges  from 
a  small  fraction  of  1  per  cent  to  10  or  15  per  cent.  If  the  additional 
cost  is  to  be  justified  at  all  it  must  be  done  on  the  basis  of  greater 
management  control,  which  is  made  possible  by  having  accounting 
figures  available  at  the  job  site  more  quickly. 

Viewed  in  this  light  it  might  well  be  that,  in  bidding  a  $1  million 
job  of  stripping  the  topsoil  from  a  mineral  deposit  and  dumping  it 
in  a  nearby  canyon,  a  contractor  would  make  no  allowance  for  job 
site  accounting,  while  the  same  contractor  might  put  money  into  his 
bid  to  pay  for  a  job  accountant  on  a  $250,000  civilian  housing  job 
at  a  distant  army  installation. 

Relative  cost 

It  is  a  matter  of  common  experience  that  when  a  large  enough 
volume  of  routine  work  can  be  concentrated  in  one  place,  it  can 
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be  done  on  a  mass  production  basis,  and  unit  costs  are  decreased.  This 
principle  is  just  as  valid  for  accounting  routine  as  it  is  for  any  other 
kind.  One  of  the  first  steps  in  reducing  the  cost  of  such  routine  is  the 
intelligent  application  of  laborsaving  machines. 

Occasionally  there  is  a  single  job  that  is  large  enough  so  that  the 
volume  of  accounting  routine  can  be  handled  more  economically  by 
machines.  More  often,  however,  it  is  necessary  to  centralize  the  ac- 
counting routines  from  a  number  of  jobs  in  order  to  have  enough  of 
a  volume  for  efficient  mechanization. 

The  possible  saving  in  cost  by  being  able  to  use  less  highly  trained 
help  in  the  centralized  system  has  already  been  mentioned  under 
the  heading  "Organizational  considerations."  With  each  added  em- 
ployee, the  need  for  versatility  decreases.  Each  employee  can  be  a 
specialist  at  a  small  part  of  the  work  and  the  possibility  of  using  less 
expensive  help  without  loss  of  efficiency  is  proportionately  increased. 

Still  another  factor  to  consider  in  estimating  the  comparative  cost 
of  centralized  and  decentralized  accounting  is  the  cost  of  interrup- 
tions and  the  related  cost  of  finding  and  correcting  errors  in  record 
keeping.  The  two  are  mentioned  together  because,  while  interrup- 
tions tend  to  slow  down  work,  their  principal  cost  is  in  the  errors  they 
cause.  To  anyone  familiar  with  the  operation  of  a  one-man  job  office 
the  mere  mention  of  interruptions  is  enough.  Needless  to  say,  a  clerk 
doing  a  specialized  job  in  a  central  office  will  not  be  interrupted  so 
often  nor  for  such  long  intervals  as  the  field  accountant  in  a  one-man 
job  office. 

One  word  of  caution,  however,  in  evaluating  the  cost  of  interrup- 
tions and  the  errors  they  cause.  Most  of  the  matters  that  interrupt 
the  work  of  the  field  accountant  and  cause  him  to  make  errors  must 
be  handled  by  someone.  It  is  possible  that  by  moving  the  accountant 
into  the  general  office,  these  interruptions  will  be  passed  on  to  the 
project  manager,  the  superintendent,  or  the  job  engineer.  If,  by 
reason  of  the  same  interruptions,  these  men  make  errors,  it  is  quite 
possible  that  job  completion  will  be  delayed  or  its  cost  increased. 
Usually,  however,  this  danger  can  be  overcome  by  having  a  combina- 
tion timekeeper,  materials  checker,  and  field  clerk  to  handle  most  of 
the  routine  telephone  calls  and  job  visitors. 

Generally  speaking,  if  the  following  questions  can  all  be  answered 
"yes,"  the  chances  are  good  that  mechanization  of  a  centralized  ac- 
counting system  will  prove  profitable: 

1.  Does  the  company's  work,  on  the  whole,  lend  itself  to  centralized 
accounting? 

2.  If  the  company's  accounting  is  centralized,  is  the  volume  of  rou- 
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tine  transactions  large  enough  to  keep  two  or  more  people   busy 
recording  and  balancing  them? 

3.  Are  there  significant  delays  in  recording  and  balancing  hand- 
kept  figures? 

4.  Are  there  breakdowns  and  analyses  that  would  be  useful  but 
which  are  not  made  because  of  the  time  or  cost  involved  in  getting 
them? 

5.  Can  you  see  where  and  how  you  could  recover  the  cost  of  the 
machines,  the  forms,  and  the  installations?  Will  these  costs  be  offset 
by  the  increased  control  resulting  if  more  and  better  accounting  data 
are  secured,  and  transmitted  to  management  more  promptly? 

Promptness  and  accuracy  in  reporting 

When  accounting  is  decentralized,  one  of  the  first  requirements  for 
the  preparation  of  financial  statements  is  a  report  from  each  job. 
Too  often  these  reports  are  hastily  and  inaccurately  prepared,  at 
times  and  under  conditions  that  preclude  auditing.  Such  a  situation  is 
conducive  to  serious  inaccuracies  and  delay.  This  is  not  to  say  that 
prompt,  accurate  statements  are  not  possible  with  a  decentralized 
accounting  system.  It  simply  means  that  decentralized  accounting  in- 
creases the  chances  for  error  and  delays  in  financial  reporting.  To 
overcome  those  chances  for  error,  it  is  necessary  to  make  prompt 
reporting  an  absolute  requirement  and  regular  auditing  a  routine 
procedure.  Naturally,  these  procedures  add  to  the  cost  of  decentral- 
ized accounting. 

When  the  general  accounting,  as  distinguished  from  the  cost  ac- 
counting, is  centralized,  the  jobs  supply  only  such  basic  data  as  pay- 
rolls, materials  used,  equipment  used,  materials  received,  progress 
billings  rendered,  and  units  of  work  completed.  These  reports  can  be 
scheduled  and  can  be  easily  checked.  Their  incorporation  into  the 
records  can  be  made  a  matter  of  routine,  and  as  such  will  be  sub- 
jected to  the  usual  internal  controls.  The  record  keeping  and  the 
preparation  of  the  financial  statements  in  a  centralized  system  are 
both  under  the  immediate  supervision  of  the  best  accounting  talent  in 
the  company,  supplemented,  if  need  be,  by  the  company's  outside 
auditors  and  tax  consultants.  It  is  usual  to  find  that  when  accounts 
that  have  been  kept  on  a  decentralized  basis  are  centralized  there  is  an 
improvement  in  the  promptness  and  accuracy  of  the  financial  report- 
ing for  the  company  as  a  whole. 

No  such  improvement  may  be  forthcoming  if  cost  reporting  is  cen- 
tralized. Generally,  the  greatest  usefulness  of  keeping  job  costs  lies 
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in  having  the  cost  figures  available  to  job  management  within  a  day 
of  the  events  that  created  them.  This  condition  often  leads  to  the 
assertion  that  job  cost  accounting  is  an  engineering  function  and 
should  be  performed  under  the  supervision  of  the  job  engineer. 

If  the  general  accounts  are  centralized  and  the  monthly  cost  state- 
ment is  principally  a  statistical  record  for  banks  and  bonding  com- 
panies, this  idea  has  a  great  deal  of  merit  because  under  such  con- 
ditions the  only  cost  figures  which  can  be  had  promptly  enough  to  be 
useful  to  the  job  management  are  those  which  are  developed  by  the 
job  engineer. 

There  is  one  organizational  hazard,  however,  in  a  system  that  places 
the  keeping  of  job  costs  under  the  control  of  the  job  engineer.  The 
engineer  works  for  the  project  manager  or  superintendent  rather 
than  the  central  office.  If  the  engineer's  boss  orders  him  to  juggle  the 
costs  so  that  the  job  will  look  good  on  paper,  he  needs  more  than 
the  average  amount  of  courage  to  keep  the  costs  as  they  should  be 
kept.  It  also  takes  a  strong  internal  auditing  program,  outside  the 
control  of  the  project  managers  and  superintendents  and  staffed  with 
auditors  who  have  more  than  an  accountant's  knowledge  of  construc- 
tion costs,  to  prevent  abuse  of  authority.  Given  honest  field  administra- 
tion, however  brought  about,  job  costs  kept  in  the  engineering  de- 
partment can  eliminate  one  of  the  most  valid  criticisms  of  centralized 
financial  accounting  and  can  give  job  management  prompt  field  costs 
without  interfering  with  the  more  formalized  financial  accounting 
routines. 


Transmitting  data  for  centralized  system 

The  most  common  method  of  transmitting  data  under  a  centralized 
system  is  to  require  the  job  personnel  to  make  all  records  in  dupli- 
cate and  to  send  copies  daily  to  the  general  office.  This  has  the  dis- 
advantage of  multiplying  individual  pieces  of  paper,  but  it  has  the 
advantage  of  simplicity.  It  has  another,  equally  important  advantage. 
In  case  of  a  fire,  explosion,  flood,  or  other  disaster  in  the  job  office 
the  complete  documentation  and  detail  from  which  the  records  can 
be  rebuilt  will  always  be  available. 

If  bills  are  paid  by  checks  prepared  at  the  job  site,  the  question 
of  duplicate  vendor's  invoices  is  raised.  It  is  commonly  argued  that, 
to  avoid  duplicate  payments,  the  only  basis  for  payment  should  be 
the  original  of  the  vendor's  invoice.  Certainly  the  idea  has  merit,  but 
it  raises  some  problems,  too.  If  the  original  is  attached  to  the  head 
office  voucher,  payment  must  be  made  from  a  copy.  If  the  originals 
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are  kept  at  the  job  site,  then  the  most  authentic  record  of  transaction 
is  subject  to  all  the  hazards  of  the  job  site  and  to  the  risk  of  loss  or 
destruction  in  the  move  to  the  general  office  at  the  end  of  the  job. 

Many  vendors  use  the  delivery  memorandum  or  the  packing  slip 
for  an  invoice,  and  additional  copies,  identical  with  the  original,  are 
made  by  a  duplicating  machine.  Many  contractors  feel  that  all  ven- 
dors' invoices  should  be  approved  by  the  project  manager  or  super- 
intendent before  payment  is  made.  If  jobs  are  scattered  this  procedure 
can  result  in  delays.  Often  such  delays,  when  added  to  those  occuring 
when  the  invoices  are  sent  to  a  central  office  for  payment,  can  result 
in  the  loss  of  discounts,  and  give  the  contractor  a  reputation  among 
vendors  as  "slow  pay." 

If  bills  are  to  be  paid  in  the  general  office,  all  purchase  orders  in- 
struct vendors  to  send  invoices  to  the  general  office,  and  require  that 
at  least  three  copies  of  vendor's  billings  be  submitted.  Even  if  invoices 
are  received  at  the  job  site  all  copies  should  be  sent  intact  to  the 
general  office.  The  person  who  opens  the  mail  should  stamp  the 
original  (or  one  of  the  duplicated  copies)  "payment  copy."  The  first 
copy  should  be  stamped  "job  office  copy,"  the  next  "vendor  file  copy." 
If  other  copies  are  required,  they  should  be  appropriately  stamped 
when  they  come  in. 

The  vouchering  routine  must  not  be  interrupted  to  return  invoices 
for  additional  copies;  it  costs  less  to  photocopy  them  when  they  come 
in.  The  field  copies  should  be  sent  to  the  field  at  once  for  checking. 
The  voucher  copies  should  go  immediately  to  the  voucher  clerk.  By 
the  time  the  invoice  is  vouchered,  the  field  office  will  have  had  time 
to  check  the  field  copy,  and  if  there  are  any  objections  to  any  indi- 
vidual invoice  they  can  be  made  by  telephone  and  confirmed  by 
memorandum.  Under  such  a  procedure  only  one  copy  ever  forms  the 
basis  for  payment  and  that  copy  is  in  the  general  office  where  it  is 
least  likely  to  be  lost. 

If  bills  are  paid  on  the  job,  the  problem  does  not  arise,  because 
the  originals,  or  "payment"  copies,  become  a  part  of  the  field  office 
copies  of  the  vouchers.  The  routine  of  stamping  the  invoices  in  the 
mail  room  is  still  a  useful  one  even  in  the  field. 

Copies  of  the  documents  should  be  sent  to  the  central  office  as  often 
as  possible — daily,  if  means  of  transmission  permit.  The  most  common 
means  of  transmitting  data  from  the  more  distant  jobs  is  by  mail.  On 
jobs  closer  to  the  general  office  there  is  usually  someone  going  to 
the  general  office  nearly  every  day.  If  dependable  mail  or  messenger 
service  is  not  available  at  least  three  or  four  times  a  week,  it  is  possible 
that  the  accounting  should  be  decentralized. 
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Some  contractors  whose  jobs  are  partially  decentralized  use  a  weekly 
or  monthly  report.  Others  bring  their  job  records  up  through  the 
voucher  register  and  other  books  of  original  entry  which  are  then  sent 
in  monthly  to  the  general  office  for  posting  to  the  general  ledger.  This 
procedure  leaves  only  a  short  step  to  complete  decentralization. 


Prejob  Procedures 


Staffing  the  job 

Regardless  of  the  size  of  the  contracting  firm  or  the  size  of  the  job, 
somebody  has  to  do  the  work.  An  individual  contractor  doing  only 
one  job  at  a  time  may  put  his  tools  in  the  back  of  his  pickup  truck, 
call  for  his  helper  and  go  do  the  job  himself.  A  contractor  who  has 
several  small  jobs  going  at  one  time  might  send  out  a  journeyman 
on  each  job  and  occasionally  call  at  the  job  to  supervise  the  work 
On  larger  jobs  the  contractor  himself  may  act  as  foreman  or  super- 
intendent and  have  journeymen  and  helpers  working  directly  under 
him,  or  he  might  employ  a  foreman  or  superintendent  and  confine 
his  own  job  site  activities  to  general  supervision. 

At  the  other  end  of  the  scale,  the  job  might  be  a  multimillion 
dollar  project  operated  by  a  joint  venture  employing  a  project  man- 
ager, a  general  superintendent,  a  project  engineer,  a  project  office 
manager,  and  a  full  staff  of  craft  or  area  superintendents,  engineers, 
foremen,  journeymen,  accountants,  clerical  personnel,  and  laborers. 
On  such  jobs  the  number  of  people  on  the  payroll  may  run  into  the 
thousands. 

Whatever  the  size  or  the  nature  of  the  job,  someone  must  decide, 
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before  the  job  starts,  how  many  people  will  be  required  to  do  the 
work  and  who  the  key  men,  at  least,  will  be.  This  responsibility  is 
management's.  However,  once  the  size  of  the  force  is  estimated  and 
the  key  people  are  named,  it  is  generally  up  to  the  head  of  the  con- 
tractor's office  (usually  the  office  manager  or  controller)  to  see  that 
their  time  is  properly  kept,  that  they  are  paid  the  proper  amounts  at 
the  proper  times,  and  that  arrangements  are  made  for  payment  of 
their  expenses  in  reaching  the  job  site,  and  often  for  feeding  and 
housing  them  after  they  get  to  the  job  site.  Since  modern  personnel 
departments  are  rare  in  the  construction  industry,  even  among  the 
very  large  companies,  the  controller  or  office  manager  is  usually  the  one 
to  decide  what  accounting  and  clerical  jobs  are  to  be  done  at  the 
job  site,  and  to  pick  the  people  to  fill  them. 

Following  is  a  list  of  a  few  typical  job  organization  methods  with 
corresponding  figures  illustrating  the  flow  of  accounting  data  in  each 
situation. 


Contractor 


Helper 


Bookkeeper 


Subcontractors 


Fig.  4.1      Flow   chart   for   very   small   organization 


Very  small  organization:  The  very  small  contractor  of-  Fig.  4.1 
works  directly  on  the  job.  He  keeps  the  time,  buys  the  materials,  and 
does  all  the  job  site  receiving.  He  usually  writes  checks  for  payroll 
and  purchases,  and  turns  these  basic  data  over  to  a  public  accountant 
or  contract  bookkeeper.  His  staffing  problems  are  virtually  non- 
existent unless  he  is  trying  to  find  a  helper  who  is  capable  of  develop- 
ing into  a  foreman  or  superintendent.  Subcontractors  deal  directly 
with  the  contractor. 

Small  organization:  The  small  contractor  of  Fig.  4.2  supervises 
several  journeymen,  and  usually  does  his  own  buying  and  timekeep- 
ing. The  journeymen  receive  materials  and  supplies  delivered  at  the 
job  site  and  turn  the  signed  delivery  receipts  over  to  the  contractor 
when  he  visits  the  job.  The  contractor  makes  the  payrolls,  checks  the 
delivery  data,  writes  both  the  payroll  checks  and  the  vendor  checks, 
and  turns  the  basic  records  of  the  transactions  over  to  the  bookkeeper. 
Subcontractors  deal  directly  with  the  contractor. 
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Fig.  4.2     Flow  chart  for  small   organization 


Data  from  large  jobs 
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Fig.  4.3     Flow   chart  for   small-medium   organization 


Small-medium  organization:  The  small-medium  contractor  of 
Fig.  4.3  works  as  foreman  or  superintendent  on  one  large  job  while 
he  has  other  smaller  jobs  in  progress  under  foremen  or  journeymen. 
The  flow  of  accounting  data  tends  to  be  about  the  same  as  in  Fig.  4.2, 
but  in  operations  of  this  size  there  is  usually  a  company  bookkeeper 
who  assembles  the  data,  keeps  the  books,  and  writes  checks  for  the 
contractor's  signature  in  the  company  office.  Usually,  too,  in  this 
type  of  operation,  the  foreman  on  the  large  job  keeps  the  time  and  re- 
ceives the  materials,  and  turns  the  time  sheets  and  signed  delivery 
slips  over  to  the  contractor  for  checking.  Subcontractors,  for  the  most 
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part,  still  deal  directly  with  the  contractor,  though  on  the  big  job 
some  of  the  dealings  will  be  with  the  foreman. 

Medium  organization:  In  the  somewhat  larger  operation  of 
Fig.  4.4.,  the  contractor  supervises  several  foremen  who  keep  the  time 
and  receive  the  materials  and  supplies  delivered  to  the  job  site.  Ac- 
counting data  are  picked  up  and  summarized  by  a  field  clerk  and 
delivered  to  the  office  manager  for  final  processing  in  the  general 
office.  It  is  at  about  this  point  that  staffing  the  jobs  begins  to  present 
special  problems.  To  keep  an  operation  of  this  size  going,  the  con- 
tractor cannot  depend  so  completely  on  his  own  personal  observations 
to  follow  job  progress,  but  must  make  greater  use  of  reports.  In  addi- 
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Fig.  4.4     Flow   chart   for   medium    organization 

don  to  their  technical  skill,  the  foremen  must  be  chosen  on  the  basis 
of  cost  consciousness,  their  ability  to  manage  a  crew,  and  their  ability 
to  make  independent  decisions.  When  an  operation  reaches  this  size, 
the  contractor  will  often  have  his  foremen  picked  before  bidding  a 
job.  In  the  same  way,  it  is  quite  common  for  foremen  to  have  a  crew 
that  follows  them  from  job  to  job.  In  operations  of  this  size,  it  is  usual 
for  subcontractors  to  make  their  original  deals  with  the  contractor, 
but  supervision  of  their  work  is  left  to  the  contractor's  foremen. 

Many  larger  construction  companies,  whose  jobs  normally  cost 
$50,000  or  less,  operate  on  substantially  the  same  pattern,  except  that 
they  substitute  a  superintendent  or  a  district  manager  in  the  place  of 
the  contractor  shown  in  the  diagram. 
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As  the  jobs  grow  larger — say  from  $50,000  to  $250,000 — the  pattern 
tends  to  remain  much  the  same,  except  that  the  larger  jobs  are  usually 
in  the  charge  of  a  superintendent  who  may  have  several  foremen  and 
subcontractors  under  him. 

Large  organization:  As  the  individual  jobs  pass  the  $250,000 
mark,  there  is  an  increasing  tendency  for  each  job  to  have  its  own 
organization,  headed  by  a  project  manager  or  superintendent  (Fig. 
4.5).  With  centralized  accounting,  a  job  clerk  and  a  combination 
timekeeper-pickup  truck  driver  will  usually  be  enough  accounting 
personnel.  With  a  decentralized  system,  the  job  clerk  would  be  re- 
placed by  a  job  accountant,  and  if  there  are  as  many  as  100  men  on  the 
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Fig.  4.5     Flow   chart   for   large   organization 

payroll,  there  may  be  a  separate  pickup  truck  driver  and  a  combina- 
tion timekeeper-paymaster,  who  would  probably  then  spend  at  least 
part  of  his  time  operating  a  small  warehouse.  If  the  job  is  cost-plus- 
fixed-fee,  it  would  probably  be  necessary  to  have  a  full  time  warehouse 
man  and  a  full  time  timekeeper.  This  pattern  tends  to  apply  up  to 
about  $3  million,  depending  on  whether  the  job  is  centralized  or 
decentralized. 

Very  large  organization:  On  jobs  costing  more  than  $3  million, 
the  organization  will  tend  to  approximate  the  chart  of  Fig.  4.6.  Again, 
there  will  be  variations  in  the  actual  number  of  key  personnel,  de- 
pending upon  the  number  of  employees  on  the  payroll,  whether  ac- 
counting is  centralized  or  decentralized,  and  upon  the  availability  of 
living  quarters,  messing  facilities,  and  first-aid  facilities.  This  organiza- 
tion chart  would  serve  a  job  in  the  $10  million  category,  for  which 
camp,  commissary,  and  first-aid   facilities  are  needed.   Dotted  lines 
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show  the  flow  of  cost  data,  which  originate  in  the  payroll,  timekeep- 
ing, accounting,  purchasing,  and  warehouse  departments,  to  the  cost 
engineer.  From  the  cost  engineer  daily  cost  reports  are  sent  to  the 
project  manager.  From  the  cost  engineer  also,  cost-coded  accounting 
data  flow  back  to  the  accounting  department,  where  they  are  in- 
corporated into  the  general  records  and  the  monthly  cost  reports. 
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Fig.  4.6      Flow   chart  for   very   large   organization 


Picking  key  personnel 

Aside  from  the  office  manager,  the  key  accounting  jobs  in  a 
construction  field  office  are  those  of  payroll  and  time  keeping. 
Nothing  in  a  construction  job  office  can  be  more  costly  than 
late,  messy,  inaccurate  payrolls.  The  payroll  is  the  starting  point 
for  the  paychecks,  which  must  be  ready  on  time  and  scrupulously 
accurate  if  job  morale  is  to  be  maintained  and  waiting  time  penalties 
avoided.  It  is  also  the  starting  point  for  the  employees'  earnings 
records,  the  payroll  tax  returns,  and  the  insurance  reports,  which  must 
balance  with  total  salaries   and  wages  paid.   Despite   the  numerous 


PICKING    KEY   PERSONNEL  51 

controls  and  cross  checks  on  payrolls,  there  is  still  a  temporary  oppor- 
tunity (and  therefore  a  real  temptation)  for  dishonesty.  The  fact 
that  ultimate  detection  is  almost  certain  does  not  entirely  eliminate 
the  possibility  of  attempts  at  payroll  fraud.  Finally,  the  paymaster  is 
continuously  being  subjected  to  pressure.  He  must  detect  errors  and 
omissions  in  timekeeping,  and  he  must  fight  a  running  battle  with 
foremen  and  field  timekeepers  to  keep  the  flow  of  time  and  cost  data 
steady  and  accurate.  He  is  under  pressure  to  release  checks  early, 
make  special  advances,  pay  off  employees  who  have  been  laid  off,  and 
make  new  additions  to  the  payroll.  He  must  watch  for  garnishments, 
attachments,  and  assignments,  and  he  must  be  sure  to  deduct  for  ad- 
vances and  purchases  when  men  receive  termination  pay. 

If  payrolls  are  centralized  in  the  general  office  there  is  no  problem 
in  selecting  a  job  site  paymaster.  If  payrolls  are  decentralized,  the 
paymaster  will  usually  be  the  first  or  second  office  employee  to  be 
assigned  to  a  new  job.  Whenever  possible  he  should  be  an  old  hand, 
thoroughly  experienced  in  construction  payroll,  whose  ability  to 
handle  the  job  is  certain.  When  a  new  paymaster  is  to  be  hired,  it  is 
a  good  idea  to  employ  him  soon  enough  to  have  one  of  the  old  hands 
on  another  job  break  him  in.  If  a  new  man  is  to  be  hired  and  there 
will  not  be  time  to  try  him  out  with  another  paymaster,  great  care 
must  be  taken  to  see  that  he  personally  knows  payroll  accounting 
thoroughly  and  that  he  fully  understands  the  operation  of  a  payroll 
department.  His  first  work  on  the  job  should  be  watched  very  closely. 
Recommendations  from  former  employers  mean  very  little,  and  the 
man's  record  on  former  jobs  may  be  misleading  because  he  might 
have  been  getting  by  on  the  work  of  a  capable  assistant.  At  the  start 
of  a  new  job  things  move  too  fast;  there  is  no  leisure  to  repair  errors 
in  judgment  on  the  selection  of  a  paymaster. 

Timekeeping  is  the  raw  material  for  the  payrolls  and  for  the 
labor  cost  reports.  It  must  be  done  at  the  place  where  the  work  is 
being  done.  If  it  is  inaccurate  it  leads  to  one  or  more  of  the  following 
consequences: 

1.  The  men  are  overpaid  and  the  costs  are  increased. 

2.  The  men  are  underpaid  and  there  is  trouble  on  payday. 

3.  The  paymaster's  work  is  delayed  by  his  having  to  catch  and  cor- 
rect errors. 

4.  The  labor  cost  figures  become  meaningless  because  of  inaccurate 
or  careless  work  designations. 

Some  companies  have  the  foremen  keep  the  time.  The  foremen  who 
are  chosen  to  keep  time  must  be  willing  to  take  the  pains  necessary 
to  do  it  correctly  and  turn  it  in  promptly.  Other  companies  use  time 
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keepers.  Timekeepers  need  to  be  familiar  enough  with  construction 
work  to  be  able  to  watch  a  crew  of  men  at  work  and  know  what  they 
are  doing.  The  idea  that  "anybody  can  be  a  timekeeper"  is  not  only 
false  but  risky.  Nevertheless,  it  is  a  job  that  a  person  of  reasonable 
intelligence  can  be  trained  to  do  with  moderate  ease.  Some  companies 
break  in  their  young  engineers  by  starting  them  as  timekeepers;  their 
work  needs  close  supervision.  Most  companies  use  the  job  of  time- 
keeper as  the  first  step  in  learning  construction  office  work. 

One  of  the  most  important  attributes  of  a  timekeeper  is  personal 
integrity.  He  is  in  a  better  than  average  position  to  soldier  on  the 
job  without  being  caught,  and  he  is  constantly  faced  with  oppor- 
tunities to  profit  by  collusion.  Therefore,  some  independent  check  on 
the  activities  of  field  timekeepers  should  be  provided.  Once  a  man's 
integrity  has  been  reasonably  established,  the  need  for  constant  super- 
vision no  longer  exists.  On  the  other  hand,  it  is  poor  management  to 
place  any  employee  in  a  position  where  he  is  subject  to  unnecessary 
temptations.  If  timekeepers  are  used,  it  is  better  to  have  more  than 
one  and  change  their  assignments  from  time  to  time  to  prevent  col- 
lusion. If  foremen  are  to  keep  the  time  it  is  well  to  provide  at  least 
one  timekeeper  to  make  spot  checks  and  turn  in  time  independently 
on  the  crews  checked. 

The  duties  of  the  job  office  manager  (or  project  controller,  or 
business  manager,  as  he  is  sometimes  called  on  large  jobs)  will  vary 
widely,  depending  on  the  size  and  nature  of  the  job,  and  on  whether 
the  accounting  is  centralized  or  decentralized.  To  be  project  control- 
ler on  a  large  job  with  decentralized  accounting,  a  man  should  have 
formal  training  in  accounting  equal  at  least  to  two  years  of  college 
plus  at  least  five  years  of  successful  accounting  experience  in  a  con- 
struction field  office.  At  least  one  of  the  five  years  should  be  as  a  pay- 
master on  a  payroll  of  200  or  more  men.  He  must  be  aggressive,  in- 
telligent, and  a  capable  administrator. 

On  a  small  job  where  accounting  and  payrolls  are  centralized,  the 
job  office  manager  need  be  little  more  than  a  good  timekeeper  and 
clerk.  For  jobs  in  this  category  there  are  no  particular  educational 
requirements,  and  the  man's  experience  need  only  be  in  the  fields  of 
timekeeping,  materials  checking,  and  clerical  work. 

Other  job  office  personnel  can  be  chosen  principally  on  the  basis  of 
experience  in  the  job  for  which  they  are  hired.  However,  in  evaluating 
the  experience  of  a  job  accountant,  it  is  a  good  idea  to  find  out  if  he 
knows  double-entry  bookkeeping.  If  he  has  worked  only  for  com- 
panies with  centralized  systems,  he  may  never  have  seen,  much  less 
kept,  a  general  ledger.  Warehousemen  should  be  chosen  largely  on 
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the  basis  of  their  knowledge  of  warehousing  procedures,  and  of  the 
various  materials,  supplies,  and  spare  parts  which  are  to  be  found  on 
the  company's  jobs.  No  amount  of  accounting  knowledge  can  substi- 
tute for  these  attributes. 


Personalities 

There  are  few  types  of  work  where  pressures  and  emotional  strains 
are  greater  than  on  a  construction  job.  Hard-driving  project  man- 
agers and  superintendents  often  push  themselves  and  the  men  under 
them  close  to  the  limits  of  human  endurance.  The  fact  that  office  per- 
sonnel are  generally  considered  "nonproductive"  tends  to  make  the 
pressure  even  greater  in  the  job  office.  It  is  vital,  therefore,  that  the 
job  office  manager  be  able  to  get  along  with  the  project  manager  and 
the  project  engineer  without  sacrificing  any  important  matters  of 
principle. 

Most  of  the  problems  between  the  office  and  the  operating  person- 
nel on  a  job  may  be  solved  or  prevented  by  the  attitude  of  top  man- 
agement. If  that  attitude  is  one  of  mere  toleration  for  "nonproduc- 
tive overhead,"  it  will  be  reflected  in  job  management,  and  the  job 
office  will  be  reduced  to  a  clerical  operation,  staffed  by  people  who 
take  orders  and  say  nothing.  If  the  attitude  of  top  management  is 
that  the  office,  like  every  other  department,  must  be  productive  and 
contribute  its  full  share  to  the  final  job  profit,  then  it  is  safe  to  staff 
the  job  office  with  personnel  capable  of  living  up  to  such  an  assign- 
ment. A  mixture  of  the  two  attitudes,  however,  can  produce  either 
costly  dissension  or  needless  expense.  If  the  man  in  charge  of  the  job 
considers  the  job  office  as  "mere  nonproductive  overhead"  it  is  usually 
better  to  centralize  all  but  the  most  routine  clerical  functions. 


Personnel  transfers  and  transportation 

If  jobs  are  small  and  all  the  key  personnel  live  nearby,  there  is  no 
problem  of  transferring  and  transporting  job  personnel.  However, 
when  the  key  people  must  be  brought  in  from  other  jobs  or  from  other 
localities,  a  number  of  problems  can  arise. 

In  selecting  personnel,  thought  must  be  given  to  salary  relationships 
and  living-cost  differentials.  For  example,  a  company  which  adjusts 
salaries  to  make  up  differences  in  living  costs  may  find  it  necessary  to 
reduce  some  salaries  when  men  are  moved  from  areas  where  living 
costs  are  high  to  others  where  living  costs  are  low.  Most  employees 
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resent  any  downward  adjustment  in  the  rate  of  pay,  and  frequently 
this  results  in  the  loss  of  capable,  experienced  men.  The  alternative 
is  to  raise  the  salaries  of  others  to  maintain  proper  relationships,  and 
in  such  cases  the  contractor  may  find  himself  in  the  unhappy  position 
of  disturbing  local  salary  scales  and  creating  an  unbalanced  relation- 
ship between  the  salaries  he  pays  and  those  paid  by  the  owner-client 
or  the  key  subcontractors.  This  type  of  problem  can  usually  be  met 
most  effectively  by  setting  a  uniform  salary  scale  and  supplementing 
it  by  providing  key  personnel  with  housing,  transportation,  and  a 
cost-of-living  allowance  based  on  a  differential  between  living  costs  at 
the  location  of  the  general  office  and  those  at  the  job  site.  In  setting 
such  a  differential,  the  effect  of  state  income  taxes  on  "take  home"  pay 
must  not  be  overlooked.  Thus,  a  move  from  Nevada,  which  has  no 
personal  income  tax,  to  California,  which  does  have  such  a  tax,  could 
have  the  practical  effect  of  a  cut  in  salary. 

When  a  joint  venture  is  formed  to  do  a  job,  care  must  be  taken 
to  coordinate  the  policies  of  the  member  companies  regarding  salaries, 
expense  allowances,  bonuses,  vacations,  and  other  personnel  matters  if 
personnel  from  more  than  one  company  are  to  be  employed.  For  this 
reason  it  is  better,  if  practical,  for  the  sponsoring  venturer  to  staff 
the  job. 

It  is  usually  short-sighted  economy  to  pinch  pennies  in  the  al- 
lowance of  family  moving  costs.  It  takes  only  a  few  costly  moves  to 
convince  an  employee  he  would  be  better  off  to  take  a  steady  job  at 
a  smaller  salary  and  stay  in  one  place. 

Essentially  these  are  management  problems,  but  they  touch  on  the 
field  of  accounting  in  these  ways: 

1.  A  centralized  accounting  system  will  eliminate  most  of  these 
problems  as  they  apply  to  key  personnel  in  the  job  office. 

2.  On  cost-plus-fixed-fee  contracts  it  is  common  to  find  moving  and 
transportation  costs  and  cost-of-living  differentials  reimbursable  to 
the  same  extent  allowed  by  the  contractor  on  lump  sum  work.  Also, 
it  is  customary  to  decentralize  the  accounting  on  cost-plus  jobs  because 
very  few  owners  are  willing  to  pay  the  cost  of  centralized  accounting 
even  though  the  cost  of  decentralized  accounting  would  not  be 
questioned. 

3.  Administration  of  expense  reimbursement  policies  is  usually 
the  task  of  the  controller's  department,  and  it  is  therefore  up  to  the 
controller  to  see  that  these  problems  are  considered  in  setting  policy. 
On  large  jobs  it  is  of  prime  importance  that  these  policies  be  set 
before  the  job  is  started.  Changes  in  such  policies  made  later  can 
easily  lead  to  charges  of  favoritism. 
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Delegating  responsibility  and  authority 

It  is  an  axiom  of  business  organization  (too  often  ignored)  that 
when  an  employee  is  made  responsible  for  the  success  or  failure  of 
some  aspect  of  the  operations,  he  must  have  the  authority  necessary 
to  carry  out  that  responsibility.  This  axiom  is  just  as  true  in  a  con- 
struction  job  office  as  anywhere  else,  but  a  construction  job  moves  so 
fast  that  the  results  of  failure  to  observe  it  are  sometimes  more 
dramatic  and  costly.  Fortunately  for  many  contracting  companies, 
construction  men  are  an  independent  lot,  and  if  something  needs  to 
be  done  able  men  will  do  it  first  and  answer  questions  about  their 
authority  later  if  necessary.  Unfortunately,  such  action  is  often  taken 
by  men  whose  will  to  get  the  job  done  is  exceeded  only  by  their  lack 
of  knowledge  of  how  to  go  about  it.  As  a  result,  some  things  that 
need  to  be  done  are  often  done  in  a  way  that  is  needlessly  expensive. 

Consider  the  example  of  a  contractor  who  had  a  large  U.S. 
government  contract.  The  excavation  on  the  job  had  been  subcon- 
tracted to  a  company  whose  financial  position  was  known  to  be  very 
weak.  One  day  the  accountant  in  charge  of  the  prime  contractor's 
office  received  a  registered  letter  from  one  of  the  subcontractor's  cred- 
itors. The  letter  mentioned,  among  several  other  things,  the  fact  that 
the  subcontractor  owed  the  creditor  a  stated  amount  of  money. 

The  office  manager  had  never  heard  of  the  Miller  Act  (Chap.  14),  so 
he  filed  the  letter.  Then  he  telephoned  the  creditor  to  ask  him  not 
to  tie  up  the  job,  and  to  assure  him  that  the  account  was  being  given 
personal  attention.  The  accountant  also  said  he  would  take  steps 
to  see  that  the  account  was  paid.  Only  after  the  subcontractor  had 
gone  bankrupt  and  the  prime  contractor  was  being  sued  for  his 
unpaid  bills  did  the  accountant's  action  come  to  light.  Even  then 
its  seriousness  was  not  fully  appreciated  until  the  prime  contractor 
found  himself  bound  to  pay  the  bill. 

So  the  axiom  that  authority  must  be  equal  to  responsibility  has 
a  corollary — before  delegating  responsibility,  be  sure  the  employee  to 
whom  it  is  delegated  is  capable  of  discharging  it. 

Perhaps,  at  this  point,  a  footnote  might  be  in  order  for  those  con- 
tractors who  consider  experience  as  all-important,  and  who  discount 
the  value  of  education.  The  accountant  in  the  example  just  cited 
had  ten  years  of  heavy  experience  as  a  construction  job  office  manager. 
Still  he  did  not  know  one  of  the  things  a  course  in  elementary  com- 
mercial law  would  have  taught  him — that  sometimes  a  promise  to 
guarantee  payment  of  an  account  does  not  have  to  be  in  writing 
if  the  principal  purpose  of  the  guarantee  is  to  benefit  the  party  who 
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gives  it.  A  little  internal  staff  training  would  probably  also  have  made 
the  accountant  aware  of  the  existence  and  general  nature  of  the 
Miller  Act. 


General  office-job  office  relationship 

One  of  the  most  common  mistakes  in  any  company  where  there  are 
branches  or  subsidiary  offices  is  to  imagine  that  figures  compiled  in 
the  branch  offices  cost  the  company  nothing.  Construction  company 
executives  tend  to  make  the  same  mistake  about  job  offices,  particularly 
if  the  accounts  are  decentralized.  Often  the  effect  is  to  burden  the 
job  offices  with  unnecessary  work  simply  because  the  cost  is  charged 
to  job  overhead  instead  of  general  office  overhead.  The  cost  to  the 
company  is  the  same  or  more,  even  though  charging  it  to  the  job  may 
improve  the  appearance  of  the  general  office  overhead  budget. 

Another  expensive  practice  that  tends  to  grow  up  between  general 
office  and  job  office  is  that  of  accepting,  without  checking,  the  figures 
supplied  by  one  to  the  other.  This  practice  is  an  open  invitation  to 
error,  yet  it  is  a  rare  office  where  you  will  not  occasionally  hear  the 
defense:  "It  isn't  my  fault.  That's  the  figure  they  gave  me." 

Company  policies  and  job  conditions 

Because  the  principal  thing  a  contractor  has  to  sell  is  his  own 
know-how  and  that  of  his  organization,  the  problems  of  staffing  jobs 
are  never-ending.  Just  as  each  job  offers  construction  problems  peculiar 
to  itself,  so  each  has  its  own  staffing  problems.  It  is  a  rare  organiza- 
tion that  can  fill  all  important  jobs  from  its  own  ranks.  Likewise 
it  is  a  rare  organization  that  will  not  find  new  staffing  problems 
arising  from  shifts  in  company  policy  and  job  conditions.  Therefore 
new  people  are  always  entering  the  organization,  bringing  with  them 
the  standards  of  their  former  jobs.  Each  company  must  necessarily 
have  standards  of  its  own,  and  it  is  not  practical  to  attempt  to 
hold  employees  to  a  standard  unless  they  are  told  what  the  standard 
is.  Therefore,  as  soon  as  a  contractor  reaches  the  size  where  authority 
to  make  administrative  decisions  must  be  delegated  to  others,  a  manual 
of  policy  and  procedure,  and  a  program  for  making  its  contents  known 
to  key  employees,  is  vital.  One  of  the  most  important  of  the  prejob 
procedures  is  to  make  sure:  (1)  That  the  people  who  will  be  assigned 
to  the  job  are  properly  briefed  on  that  job;  (2)  That  they  are  supplied 
with  the  proper  manuals;  and  (3)  That  they  know  what  is  in  them 
and  how  that  information  is  to  be  used. 
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Establishing  the  cost  code 

Before  costs  can  be  kept  on  a  job,  it  is  necessary  to  determine 
the  cost  accounts  that  will  be  used  and  the  symbols  that  will  be  used 
to  designate  those  accounts.  This  procedure  must  be  established 
before  the  job  starts;  otherwise,  the  expense  of  keeping  job  costs 
will  probably  be  wasted  because  the  figures  will  come  too  late  to  do 
much  good. 

Most  effective  cost  codes  are  set  up  to  follow  the  bid  and  to 
enable  the  compilation  of  cost  figures  on  the  same  units  as  those 
used  in  preparing  the  initial  bid.  Only  in  this  way  can  the  effective- 
ness of  the  bidding  methods  be  checked  against  actual  operations. 
In  addition,  where  progress  billings  are  based  on  percentage  of  com- 
pletion, costs  kept  by  bid  items  are  helpful  in  establishing  the 
percentages. 

Standard  coding:  If  the  type  of  work  a  contractor  does  is 
fairly  well  standardized,  it  is  usually  possible  to  prepare  a  standard 
estimating  checklist  that  can  be  the  basis  of  the  cost  code.  Schedule 
4.1  is  the  bidding  checklist  used  by  a  builder  of  larger  structures  (office 
buildings,  hospitals,  public  buildings,  and  so  on). 

SCHEDULE    4.1 /CHECKLIST    OF    STANDARD    CODING    FOR    LARGER 
BUILDINGS 

1  Job  overhead 

2  Demolition 

3  Excavation,  grading,  and  subsurface  drainage 

4  Stabilization    (including  piling,  shoring,  and  underpinnings) 

5  Paving 

6  Structural  concrete  work  (including  forming) 

7  Scaffolding,  hoists,  and  the  like 

8  Masonry 

9  Caulking  and  weather  stripping 

10  Precast  concrete,  planking,  and  joists 

11  Decking  (poured  type) 

12  Structural  steel 

13  Miscellaneous  and  ornamental  iron 

14  Aluminum  and  stainless  steel  work 

15  Steel  windows 

16  Doors,  bucks,  and  frames  (metal) 

17  Insulation 

18  Lumber  and  carpentry 

19  Rough  hardware 

20  Flooring 
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SCHEDULE  4.1 /CHECKLIST  FOR  LARGER  BUILDINGS  (Cont.) 

21  Millwork,  cabinet  work,  and  wood  and  sash  doors 

22  Finish  hardware 

23  Lath  and  plaster,  and  interior  finish 

24  Acoustical  work 

25  Tile  work — ceramic,  quarry,  slate,  marble,  and  terrazzo 

26  Composition  tile  and  linoleum 

27  Interior  partitions 

28  Glass  and  glazing 

29  Roofing  and  waterproofing 

30  Sheet  metal 

31  Plumbing — internal  and  outside  utilities 

32  Heating,  ventilating,  and  air  conditioning 

33  Elevators  and  dumb-waiters 

34  Fencing,  landscaping,  seeding,  sodding,  and  planting 

35  Painting  and  decoration 

36  Special  equipment 


Each  of  the  major  subdivisions  in  Schedule  4.1  will  have  an  internal 
breakdown.  For  example,  Item  14,  Aluminum  and  stainless  steel 
work  might  well  have  the  subclassifications  shown  in  Schedule  4.2. 

It  is  not  hard  to  see  how,  by  merely  adding  a  series  of  numbers, 
this  standard  bidding  analysis  can  be  converted  into  a  ready-made 

SCHEDULE  4.2/ BREAKDOWN  OP  A  MAJOR  SUBDIVISION  OF  A  COST 
ACCOUNT 

A     Aluminum  doors  and  frames 

Al  Hardware 

A2  Erection  and  handling 
B     Aluminum  windows 

Bl  Projected  type 

B2  Double  hinge 

B3  Mullions,  covers,  and  hardware 

B4  Stools  and  sills 

B5  Screens 

B6  Erection  and  handling 
C     Stainless  steel  work 

CI  Erection  and  handling 
D     Architectural  aluminum 

Dl  Spandrels,  facia,  and  trim 

D2  Erection  and  handling 
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cost  code.   For  example,  it  is  common  to  see  each  cost  account  broken 
down  as  follows: 

.1  Labor 

.2  Incorporated  materials 

.3  Equipment  rentals 

.4  Supplies  and  other  direct  costs 

.5  Subcontracts 

.9  Distributed  overhead 
Thus  the  hoist  rental  in  hoisting  aluminum  windows  to  the  upper 
story  of  a  multistory  building  would  be  coded  14B6.3.  If  it  were  decided 
before  the  job  started  that  Item  14  is  not  important  enough  in  this  job 
to  justify  keeping  costs  on  the  basis  of  the  full  breakdown,  the  major 
item  might  be  used  alone,  in  which  case  the  coding  of  the  hoist 
rental  would  be  coded  14.3.  Often  house  builders  confine  their  cost 
keeping  to  the  major  items  in  their  estimating  checklist,  such  as 
site  preparation,  streets  and  sidewalks,  sewers,  and  concrete  founda- 
tions and  slabs. 

Coding  by  work  items:  Specifications  for  large  jobs  often  break 
the  job  down  into  work  items.  When  the  job  is  bid,  the  estimates 
will  usually  follow  these  work  items.  Many  contractors  set  up  a 
separate  cost  code  for  each  job,  following  the  work  items  in  the  spe- 
cifications for  that  job.  It  is  argued  in  favor  of  these  special  cost  codes 
that  if  the  cost  figures  are  used  in  the  preparation  of  other  bids  it  is 
necessary  for  the  estimator  to  look  at  the  related  specifications,  and 
by  checking  the  specifications  he  avoids  the  risk  of  using  an  in- 
applicable figure. 

There  is  a  certain  amount  of  merit  to  arguments  in  favor  of 
setting  up  separate  cost  codes  for  each  job.  Every  job  has  its  own 
peculiarities,  and  if  a  standard  code  is  used  to  develop  average 
unit  costs,  those  peculiarities  become  merged  in  the  averages.  When 
the  averages  are  higher  than  the  correct  figures  there  will  be  a 
tendency  to  lose  jobs.  When  the  averages  are  lower  than  the  correct 
figures  they  will  tend  to  make  the  contractor  low  bidder  on  un- 
profitable work,  or  "leave  too  much  on  the  table."  Either  alternative 
is  costly. 

It  is  only  when  the  averages  fall  reasonably  close  to  the  correct 
figures  that  the  bidder  would  tend  to  get  a  reasonable  share  of  the 
profitable  jobs. 

Mnemonic  or  decimal  coding:  There  are  three  general  types  of 
cost  codes:  mnemonic,  decimal,  and  mixed.  In  mnemonic  codes, 
letters  may  be  used  to  give  some  indication  of  the  item.  Thus  in 
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the  example  given,  aluminum  and  stainless  steel  might  have  the  desig- 
nation AS  instead  of  14,  and  the  coding  for  the  hoist  rental  on 
aluminum  sash  handling  would  be  ASB6.3. 

A  pure  decimal  system  would  ignore  the  nature  of  the  item  and 
would  merely  code  the  work  item  with  a  number,  more  or  less 
arbitrarily  chosen.  If  the  work  item  were  numbered  75,  the  erec- 
tion and  handling  were  designated  as  6,  and  equipment  rentals  as 
3,  the  coding  would  be  75.6.3. 

The  mixed  use  of  letters,  figures,  and  decimals  is  illustrated  by  the 
example  first  given,  in  which  the  item  was  coded   14B6.3. 

Combination  coding:  Sometimes  a  company,  particularly  one 
doing  heavy  engineering  contracts  requiring  numerous  temporary 
structures  and  project  shops,  will  use  a  standard  coding  for  these 
distributable  costs  items,  and  a  decimal  system  for  the  actual  work 
items. 

Projecting  job  financial  requirements 

Every  time  a  new  job  is  undertaken  it  is  necessary  to  provide 
financing  to  operate  it,  and  in  order  to  have  money  on  hand  when 
it  is  needed,  it  is  important  that  cash  requirements  be  forecast  as 
soon  as  possible.  This  is  a  simple  matter  of  spreading  the  estimated 
costs  to  the  various  weeks  in  which  they  are  expected  to  occur,  and  it 
can  usually  be  done  by  the  estimator  as  soon  as  his  bid  is  complete. 
The  spread  is  usually  weekly  because  the  standard  pay  period  is 
weekly.  The  estimators  should  supply  this  breakdown  on  any  bid  that 
may  result  in  a  contract.  Thus,  on  a  job  estimated  for  completion  in 
sixteen  weeks  the  breakdown  might  be  similar  to  the  one  shown  in 
Schedule  4.3. 

Unbalancing  the  bid:  In  Schedule  4.3,  progress  billings  are 
estimated  on  the  basis  of  a  percentage  of  completion,  which  is  com- 
puted by  comparing  costs  on  a  cash  basis  to  total  estimated  cost. 
On  this  basis  the  contractor  has  an  investment  in  the  job  that  at 
one  point  reaches  $37,000. 

One  of  the  methods  of  decreasing  the  amount  of  a  contractor's  in- 
vestment in  his  jobs  is  known  as  "unbalancing."  The  column  headed 
"Estimated  progress  billings"  gives  the  total  price  of  the  job  being 
used  as  an  example  as  $220,000.  Suppose  that  the  job  were  being 
broken  down  by  the  specifications  into  ten  work  items  (usually  there 
are  more,  but  ten  is  enough  to  illustrate  the  point),  and  suppose  they 
are  numbered  roughly  in   the  order   that  the  work  will   be  done, 
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If  the  profit  is  spread  evenly  over  the  job,  the  payment  schedule  which 
would  be  submitted  to  the  architect  would  look  something  like  the 
last  column  of  the  payment  schedule  shown  as  Schedule  4.4  Of  course 
the  schedule  given  to  the  architect  would  only  show  the  "Bid  price" 
column. 


SCHEDULE  4.4/PAYMENT  SCHEDULE 


Work 

Estimated 

Estimated 

Bid 

item 

cost 

profit 

price 

1 

$  28,000 

$  2,800 

$  30,800 

2 

22,000 

2,200 

24,200 

3 

12,000 

1,200 

13,200 

4 

23,000 

2,300 

25,300 

5 

10,000 

1,000 

11,000 

6 

20,000 

2,000 

22,000 

7 

15,000 

1,500 

16,500 

8 

25,000 

2,500 

27,500 

9 

21,000 

2,100 

23,100 

10 

24,000 

2,400 

26,400 

$200,000 

$20,000 

$220,000 

Now,  suppose  that  instead  of  being  spread  evenly  to  all  work 
items  the  profit  were  spread  to  the  first  four  work  items,  and  sup- 
pose that  the  $29,600  of  cash  requirements  incurred  by  the  end  of 
the  fifth  week   (Schedule  4.3)  was  made  up  as  in  Schedule  4.5. 

SCHEDULE   4.5/PERCENTAGE   COMPLETION   OF  WORK   ITEMS 


Work 

Estimated 

Costs 

Percentage 

item 

total 

to  date 

completion 

1 

$28,000 

$21,000 

75 

2 

22,000 

5,500 

25 

3 

12,000 

1,200 

10 

4 

23,000 

1,150 

5 

5 

10,000 

750 

7.5 

$95,000 

$29,600 

The  over-all  percentage  of  completion,  based  on  cash  expenditures 
alone  would  be  14.8  per  cent  (or  $29,600/ $200,000)  but  the  progress 
billing,  instead  of  being  $29,300  (or  $220,000  x  .148  =  $32,560  less 
$3,256  retention,  or  $29,304)  would  be  $32,679,  computed  as  shown 
in  Schedule  4.6. 
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SCHEDULE    4.6/COMPUTATION    OF    PROGRESS    BILLINGS    ON    UN- 
BALANCED   BASIS 


Progress 

billings 

125,875 

6,775 

1,480 

1,430 

750 


Unbalanced 

Percentage 

Work 

payment 

completion 

item 

schedule 

by  items 

1 

$  34,500 

lb 

2 

27,100 

25 

3 

14,800 

10 

4 

28,600 

5 

5 

10,000 

7.5 

6 

20,000 

— 

7 

15,000 

— 

8 

25,000 

— 

9 

21,000 

— 

10 

24,000 

— 

Totals 

$220,000 

Less 

10%  Retention 

$36,310 

3,631 

$32,679 


Note:     Figures   in   italics  reflect   estimated   cost  given   in  Schedule  4.4  plus  entire  profa 
for  job,   prorated   among   these   four   items. 


Sometimes  overhead,  as  well  as  profit,  is  used  to  unbalance  the 
bid  figures  submitted  as  a  payment  schedule.  This  method  has  merit 
because  overhead  expenditures  tend  to  be  heavier  in  the  earlier  stages 
of  the  job.  Also,  by  using  costs  incurred  on  the  accrual  basis  (instead 
of  on  the  cash  basis  as  illustrated)  it  is  possible  to  increase  even  fur- 
ther the  percentages  of  completion  in  the  earlier  stages  of  the  job, 
and  so  increase  the  early  progress  billings.  The  result,  of  course, 
is  to  reduce  the  amount  of  working  capital  required  to  carry  the  job  in 
its  early  stages. 

Projecting  the  progress  curve:  One  of  the  often  neglected  pre- 
job  procedures  is  to  project  the  progress  of  the  job  in  terms  of  per- 
centages of  completion.  Normally  this  is  done  either  by  the  estimator 
or  by  the  job  engineer.  However,  before  any  substantial  amount  of  fi- 
nancial or  personnel  planning  can  be  done  it  is  necessary  to  have  this 
information.  Sometimes  it  happens  that  a  progress  curve  is  not 
prepared  by  the  estimator,  and  then  it  is  necessary  for  the  accounting 
department  to  make  its  own  curve.  In  some  companies  the  accounting 
department  will  prepare  a  progress  curve  as  a  check  on  the  work 
of  the  estimator  or  the  engineer. 

It  is  the  usual  procedure  to  base  such  curves  on  estimates  of  costs 
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as  they  will  be  incurred  and  not  upon  the  estimated  cash  expendi- 
tures. Thus  payrolls,  including  all  related  payroll  taxes  and  insurance 
will  be  accrued  at  the  end  of  the  payroll  week;  purchases  of  materials, 
supplies,  and  small  tools  would  be  accrued  when  they  are  scheduled 
for  delivery  on  the  job;  equipment  rentals  (or  prorated  shares  of 
equipment  ownership  expenses)  would  be  accrued  at  the  end  of  each 
week  based  on  estimated  equipment  requirements;  other  estimated 
costs  would  be  accrued  at  the  end  of  the  week  in  which  they  are 
expected  to  be  incurred.  A  progress  curve  projected  on  this  basis  should 
approximate  very  closely  the  percentage  of  completion  curve  custom- 
arily prepared  by  the  engineers. 

Such  a  curve  usually  takes  the  form  of  an  "S."  In  other  words  it 
starts  slowly,  rises  sharply  as  the  job  reaches  full  production,  and  then 
tapers  off  as  the  job  approaches  completion.  Illustrated  is  a  typical 
pattern  for  a  job  estimated  to  cost  $200,000  and  to  last  16  weeks 
(Fig.  4.7). 

Retained  percentages:  It  is  customary  for  progress  payments  to 
be  made  either  monthly  or  at  certain  agreed  stages  of  completion. 
It  is  also  customary  for  the  owner-client  to  withhold  an  agreed  per- 
centage (usually  from  5  to  15  per  cent)  of  each  payment.  To  fore- 
cast financial  requirements,  it  is  necessary  to  forecast  the  progress 
billings  and  the  dates  of  their  collection.  It  is  equally  important  to 
forecast  the  date  of  collecting  retained  percentages.  Many  subcon- 
tractors find  this  problem  particularly  acute  because  prime  contrac- 
tors generally  require  subcontractors  to  wait  for  their  retentions  until 


$200,000 


o  $100,000 


Fig.  4.7     Typical  progress  curve 
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the  prime  contractor  receives  his  at  the  conclusion  of  the  entire 
job. 

Such  a  situation  must  be  taken  into  account  in  the  prejob  planning. 
Often  the  problem  can  be  avoided  by  including  in  the  subcontract 
bid,  as  a  separate  bid  item,  interest  on  any  portion  of  the  subcon- 
tractor's retained  percentage  that  remains  unpaid  after  completion 
of  the   subcontractor's  work. 

If  the  prime  contract  contains  language  affecting  the  percentages 
to  be  held  back  from  subcontractors  as  well  as  the  prime  contractor, 
those  provisions  must  be  taken  into  account  in  forecasting  the  cash 
to  be  received  by  the  subcontractor  on  progress  billings. 

Job  bank  accounts 

When  men  are  laid  off,  they  must  be  paid  at  once.  If  it  is  not 
practical  to  prepare  their  final  checks  in  the  general  office,  it  is 
necessary  that  an  imprest  account  (revolving  fund)  be  kept  at  the 
job  site  to  handle  these  payoffs.  Then  when  the  regular  payroll  is 
prepared  a  regular  paycheck  is  issued,  but  instead  of  being  made 
payable  to  the  employee,  it  is  made  payable  to  the  revolving  fund 
account.  If  all  paychecks  are  written  at  the  job  site  there  is  no 
need  for  the  special  imprest  account. 

What  bank  accounts  will  be  needed  and  where  they  will  be  kept 
must  be  determined  in  advance.  It  is  quite  common  for  the  job's 
general  disbursement  account  to  be  kept  in  the  bank  from  which  the 
company  borrows  money.  If  this  is  done,  the  checks  should  be  of  a 
different  size,  color,  and  number  series  from  the  checks  used  for  other 
accounts  that  are  kept  in  the  same  bank,  in  order  to  prevent  con- 
fusion. 

Payroll  accounts  are  usually  kept  in  some  bank  near  the  job  site 
because  of  problems  that  sometimes  arise  in  cashing  payroll  checks 
drawn  on  out-of-town  banks.  Provision  should  be  made  to  keep 
a  large  enough  average  balance  in  the  payroll  account  to  make  the 
account  profitable  for  the  bank,  so  the  service  will  be  good.  If  the 
payroll  is  large  and  the  local  bank  is  small,  it  may  be  that  the 
demand  to  cash  checks  on  payday  will  tax  the  bank's  normal  cash 
reserve.  Arrangements  should  therefore  be  made  in  advance  to  give 
the  bank  a  reasonable  estimate  of  the  size  of  the  payroll  so  that 
enough  cash  can  be  on  hand. 

The  requirements  of  each  bank  regarding  signature  cards,  reso- 
lutions, and  authorizations,  should,  of  course,  be  determined  in  ad- 
vance as  far  as  possible,  and  complied  with  before  the  job  is  started. 
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If  such  arrangements  cannot  be  made,  it  will  be  necessary  to  open  the 
accounts  on  temporary  authorization  and  with  temporary  signature 
cards.  Most  banks  will  cooperate  in  these  emergencies.  If,  for  some 
good  reason,  the  bank  cannot  accept  emergency  authorizations,  the 
project  manager  or  the  job  office  manager  may  have  to  open  an  ac- 
count in  his  own  name  for  a  short  time  until  formalities  can  be  com- 
plied with. 

It  is  usually  a  good  idea  to  require  two  signatures  on  general 
disbursement  checks,  but  one  signature  (sometimes  made  by  a  mechan- 
ical check  signer)  usually  gives  a  reasonable  degree  of  safety  on  pay- 
checks because  there  are  so  many  controls  and  cross  checks  on  the 
payroll.  Also,  the  volume  is  often  so  great  on  a  payroll  that  a  sec- 
ond signature  becomes  so  automatic  that  it  is  virtually  meaningless. 
Sometimes,  for  example  when  checks  are  presigned,  the  second  sig- 
nature may  even  be  dangerous. 

There  should  be  enough  authorized  signers  on  the  job  so  that  there 
will  never  be  any  reason  for  presigning  checks.  There  should  also 
be  enough  authorized  signers  in  the  general  office,  so  that,  if  need  be, 
a  check  may  be  issued  without  any  signature  from  the  job.  If  the  job 
is  a  joint  venture,  it  may  be  desirable  in  some  circumstances  to  have 
a  full  complement  of  authorized  signers  in  the  office  of  each  ven- 
turer. On  the  other  hand,  it  may  be  desirable  to  require  one  signer 
from  each  venturer's  office  before  a  check  can  be  issued  against  the 
job's  general  disbursement  account. 

Planning  the  job  office 

If  there  is  to  be  a  job  office,  there  are  a  number  of  decisions  to  be 
made,  before  the  job  starts,  about  the  physical  arrangements,  sup- 
plies, and  equipment. 

If  the  job  office  is  to  be  staffed  with  only  one  man,  it  must  be 
remembered  that  he  will  receive  all  incoming  telephone  calls  and 
meet  all  salesmen,  new  employees,  union  representatives,  and  visitors. 
Therefore,  his  desk  should  be  located  so  that  he  can  see  people  com- 
ing on  the  job  and  also  see  the  work  area.  His  desk  should  be  behind 
a  counter  and  the  telephone  should  be  outside  the  reach  of  per- 
sons on  the  outside  of  the  counter.  A  public  telephone  in  a  protected 
booth  should,  whenever  possible,  be  placed  outside  the  office.  The 
window  from  which  the  office  man  can  see  the  job  should  be  built 
to  serve  also  as  a  pay  and  time  window,  and  a  place  where  matters 
can  be  discussed  with  foremen  and  workmen.  If  the  work  area  is 
close  enough  he  needs  either  a  public  address  system  or  a  bell  system 
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to  call  the  superintendent  or  the  engineer  to  the  telephone,  and  in 
side  the  office,  he  should  be  able  to  transfer  incoming  calls  to  the 
superintendent,  the  job  engineer,  or  the  office  of  the  owner's  rep- 
resentative. 

He  will  need  a  typewriter  (preferably  with  a  15-in.  carriage),  and 
if  he  is  to  keep  time  and  check  incoming  invoices,  he  will  need  an 
eight-  or  nine-column  adding  machine,  and  preferably  a  small  cal- 
culator as  well.  If  he  is  to  write  paychecks,  he  will  also  need  a  check 
protector.  If  he  is  to  have  blank  paychecks  on  the  job,  he  needs,  at 
a  minimum,  a  locked  filing  cabinet,  and  preferably  a  small  safe.  Il- 
lustrated is  one  typical  arrangement  which  has  proved  practical  under 
a  variety  of  conditions   (Fig.  4.8). 
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Fig.  4.8     Typical   job  office 


If  there  is  more  than  one  man  in  the  office,  the  same  basic  floor  plan 
can  be  extended  to  form  a  "T,"  an  "L,"  an  "H,"  or  a  "U."  Thus,  in  an 
office  for  two  people,  the  wall  on  which  the  pay  window  is  located 
could  be  extended  as  far  as  necessary  toward  the  work  area  to  form 
an  "L,"  or  it  could  be  extended  in  both  directions  to  form  a  "U" 
or  an  "H."  The  superintendent  or  project  manager  is  still  centrally 
located,  and  the  owner's  representative  can  still  be  given  adequate 
privacy  close  to  but  not  directly  connected  with  the  offices  of  the 
engineers  and  the  project  manager.  Sometimes  it  may  be  desirable 
to  have  an  especially  wide  eave  on  the  side  toward  the  work  area  and, 
if  the  weather  is  likely  to  be  excessively  hot  or  rainy,  a  covered  porch 
or  walkway  on  that  side  may  be  in  order. 

If  job  offices  are  designed  on  a  plain  rectangular  floor  plan  like  the 
one  in  Fig.  4.8,  it  is  often  possible  to  build  them  in  4-ft  sections  so  they 
can  be  easily  taken  down  and  stored  at  the  end  of  one  job  and 
quickly  erected  on  the  next  one. 

If  accounting,  payrolls,  and  accounts  payable  for  a  job  are  de- 
centralized, it  is  necessary  to  have  checks  and  stationery  printed,  and 
this  may  take  longer  than  the  time  available  before  the  job  starts.  A 
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mailing  address  for  the  job  may  not  always  be  immediately  available, 
and  until  one  is  established  there  can  be  no  stationery  printed.  How- 
ever, initially  it  is  easy  to  print  some  checks  without  a  bank  name 
and  to  add  the  bank  name  with  check  stickers  which  virtually  all 
banks  can  supply.  Usually  the  business-type  checkbooks  or  the  pay- 
roll checkbooks  issued  by  the  banks  are  inadequate  for  a  job  of 
the  size  which  would  require  a  separate  job  office.  It  is  generally  bet- 
ter to  have  check  forms  that  fit  the  contractor's  system  and  to  put  the 
stickers  on  them.  The  stationery  can  easily  be  overprinted  in  red, 

"Please  address  reply  to  ,"  which  will  normally  be 

satisfactory  until  any  regular  job  stationery  can  be  printed. 

Some  of  the  larger  construction  companies  have  a  basic  initial 
order  of  forms  and  supplies  boxed  and  ready  to  ship  to  a  job  on  a 
moment's  notice.  This  practice  can  save  a  great  deal  of  time  in  the 
job  office.  At  the  start  of  the  job  there  are  always  so  many  interrup- 
tions and  delays  that  it  is  wise  to  try  to  avoid  the  ones  caused  by 
shortages  of  supplies. 


Planning  a  joint  venture 

When  the  job  is  to  be  done  by  a  joint  venture,  that  fact  usually 
(though  not  always)  is  known  at  the  time  the  job  is  bid.  However, 
aside  from  preliminary  agreements  regarding  bidding  costs,  there 
is  usually  little  preparatory  work  done  until  the  bids  are  in,  and 
it  appears  that  the  contract  will  be  awarded  to  the  joint  venture. 

Some  states  require  that  a  separate  contractor's  license  be  obtained 
before  the  joint  venture  may  submit  a  valid  bid.  If  so,  the  license 
must  be  secured  before  the  bid  date.  If  a  license  is  not  required 
until  work  starts,  one  of  the  first  requirements  after  the  award  of 
the  contract  would  be  to  obtain  any  required  licenses.  In  addition, 
there  is  a  joint  venture  agreement  to  be  prepared  and  signed;  there 
are  powers  of  attorney  in  favor  of  the  project  manager  (and  perhaps 
certain  of  the  other  key  job  personnel)  to  be  prepared;  there  are 
signature  cards  and  bank  resolutions  to  be  obtained;  and  the  joint 
Venture  partners  are  to  be  notified  by  the  sponsoring  venturer,  or 
by  the  management  committee,  how  much  money  they  will  be  asked 
to  furnish  and  when  it  will  be  needed. 

It  is  desirable  that  there  be  a  complete  understanding  of  what  each 
venturer  is  to  do.  The  most  practical  solution  to  this  question  is  to 
agree  that  one  of  the  members  is  to  act  as  sponsor,  that  is,  managing 
partner,  and  to  let  the  sponsor  make  the  decisions  after  discussions 
at  the  policy  level. 
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Under  the  sponsorship  system,  complete  control  would  be  vested 
in  the  sponsor.  The  nonsponsoring  members  would  normally  be  en- 
titled to  regular  (usually  monthly)  reports  on  the  job  finances  and 
job  progress.  They  would  also  be  entitled  to  share  with  the  sponsor- 
ing venturer  any  decisions  on  liquidating  job-owned  equipment  and 
to  participate  pro  rata  in  job  distributions. 

Control  by  a  management  committee  made  up  of  a  representative 
of  each  member  of  the  venture  is  a  common  device  to  spread  the 
responsibility  for  management  decisions.  It  is  not  so  popular  as  the 
sponsorship  method,  however,  because  it  is  generally  less  efficient. 

There  are  several  accounting  matters  for  a  joint  venture  that  should 
be  determined  in  advance  and  either  written  into  the  joint  venture 
agreement  or  in  supplemental  exchanges  of  correspondence. 

First,  the  accounting  method  (cash  or  accrual,  and  if  accrual, 
whether  completed-contract  or  percentage-of-completion)  and  fiscal 
year  need  to  be  decided  upon  and  the  decision  recorded.  Present 
Internal  Revenue  Code  provisions  require  that,  lacking  the  Commis- 
sioner's permission  for  some  other  fiscal  year,  the  fiscal  year  of  a 
partnership  (also  a  joint  venture)  must  follow  that  of  the  principal 
partner.  It  seems  likely  that  the  sponsor  of  a  joint  venture  would 
be  considered  the  principal  partner  if  participation  is  equal.  In 
any  event  the  point  should  be  considered  and  determined  at  the  policy 
level,  and  not  left  for  someone  in  the  sponsor's  office  who  might 
bind  the  joint  venturers  to  a  decision  without  knowing  its  over-all 
effect. 

Policies  on  depreciation  and  accounting  for  ultimate  disposal  of 
joint  venture  equipment  should  be  agreed  upon  in  advance  and 
preferably  made  a  part  of  the  joint  venture  agreement.  In  making 
these  decisions  it  is  important  to  consider  the  effect  of  local  sales 
and  use  tax  laws,  as  well  as  income  taxes. 

There  seems  to  be  very  little  doubt  that  for  federal  income  tax 
computations,  the  partnership  rules  will  govern  joint  ventures.  As- 
sets contributed  to  a  joint  venture  by  one  of  the  venturers  carry 
over  their  "basis,"  that  is,  cost  for  tax  purposes,  from  the  books 
of  the  venturer  to  the  joint  venture.  If  assets  are  put  into  the  venture, 
the  joint  venture  agreement  should  state  clearly  how  the  depreciation 
and  gains  or  losses  from  their  sale  are  to  be  distributed  among  the 
venturers.  Under  the  1954  Internal  Revenue  Code  the  preparation 
of  a  joint  venture  agreement  is  a  much  more  important  and  technical 
job  than  it  has  ever  been  in  the  past,  and  it  should  not  be  under- 
taken without  the  help  of  expert  tax  counsel. 

If  the  joint  venture  is  to  have  a  fully  decentralized  accounting 
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system,  that  fact  should  be  covered  in  the  joint  venture  agreement. 
So,  also,  should  the  extent  to  which  the  venturer  may  be  called  upon 
to  reimburse  traveling  expenses  of  executive  personnel  of  the  joint 
venture  partners. 

If  one  of  the  venturers  rents  equipment  to  the  job  or  performs 
special  services  for  the  job  (purchasing,  payroll  accounting,  or  field 
auditing),  the  basis  for  payment  by  the  joint  venture  should  be  covered 
in  the  joint  venture  agreement  or  by  a  prejob  memorandum  sup- 
plementing the  agreement. 

It  is  not  uncommon  to  find  personnel  from  more  than  one  of  the 
joint  venturer's  organizations  on  the  payroll  of  the  joint  venture. 
This  raises  a  whole  series  of  questions  relating  to  personnel  policies, 
including  pay  scale,  bonus  policy,  vacations,  sick  leave,  mileage  al- 
lowances, participation  in  pension  plans,  group  insurance,  and  profit 
sharing  trusts.  The  most  satisfactory  adjustment  of  these  differences 
is  to  let  each  member  of  the  venture  bear  the  cost  of  bonuses  which 
exceed  those  allowed  by  the  other  members,  but  otherwise  to  pass 
the  costs  on  to  the  job.  Each  member  should  stand  the  cost  of  fringe 
benefits  to  his  own  people,  and  if  vacation  or  sick  leave  allowances 
of  one  member  exceed  those  agreed  upon  for  the  venture,  then  that 
member  should  stand  the  cost  of  the  excess.  In  any  event,  there 
should  be  prejob  agreement  between  the  venturers  on  all  such  per- 
sonnel policies  insofar  as  they  affect  the  venture. 

Permits,  licenses,  and  permissions 

One  important  prejob  procedure  that  is  commonly  neglected  is 
the  securing  of  required  licenses  and  permits.  When  a  construction 
company  goes  into  another  state  to  bid  or  perform  work  it  must: 

1.  Qualify  to  do  business  there,  if  it  is  a  corporation. 

2.  Secure  any  required  state  and  local  contractor's  licenses. 

3.  Register  as  an  employer  with  the  state  department  of  employ- 
ment, and  sometimes  with  the  board  or  commission  which  deals  with 
employee  safety  and  industrial  accidents. 

4.  Secure  the  necessary  state  and  local  licenses  for  its  automobiles, 
trucks,  and  other  equipment. 

5.  Determine  whether  it  is  required  to  hold  a  state  or  local  sales 
tax  or  gross  receipts  tax  permit;  to  withhold  state  income  taxes  from 
its  employees;  or  to  file  a  property  declaration  for  property  tax  pur- 
poses; and  comply  with  any  other  applicable  laws  and  regulations. 

Even  in  its  own  state  a  construction  company  must  frequently 
obtain  local  contractor's  licenses  and  special  vehicle  licenses  as  well 
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as  local  sales  tax  permits.  Sales  and  use  taxes  and  transportation  taxes 
are  growing  in  importance,  both  as  a  source  of  revenue  to  govern- 
mental bodies,  and  as  a  tax  cost  and  filing  requirement  to  be  reckoned 
with.  To  a  contractor  who  is  constantly  going  into  new  communities 
to  do  business,  they  are  an  important  item  on  his  checklist  of  things 
to  consider  in  bidding  and  in  carrying  out  his  contracts. 

The  federal  government  and  many  state  and  local  governments 
prescribe  minimum  rates  of  pay  and  require  that  special  permission 
be  obtained  for  any  deductions  from  employees'  paychecks  other 
than  required  tax  deductions,  union  dues,  group  insurance,  garnish- 
ments, and  so  on.  If  pay  rates  are  mentioned  in  the  contract  they  should 
be  checked  before  the  job  starts,  to  be  sure  that  the  prescribed  minimum 
wages  do  not  upset  existing  pay  scales  and  area  differentials.  Also, 
if  deductions  for  meals,  lodging,  commissary  purchases,  charitable 
contributions  or  other  similar  purposes  are  to  be  made,  the  neces- 
sity for  permission  should  be  investigated. 

Another  important  prejob  procedure  is  a  careful  consideration  of 
local  union  requirements  with  particular  reference  to  payroll  and 
hiring  procedures,  and  contributions  to  union  health  and  welfare 
funds. 

Since  almost  all  of  these  requirements  are  local,  detailed  instructions 
are  not  possible.  The  best  procedure  is  to  obtain  local  advice  wherever 
a  job  site  is  to  be  located. 
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Purchasinq  Policies  and 
Procedures 


Contractors  who  have  no  separate  job  offices  must  necessarily  do 
their  purchasing  from  the  general  office.  In  fact,  in  one-man  firms  the 
purchasing  functions  are  centralized  in  the  contractor  himself,  except 
for  occasional  small  items  bought  on  the  job  to  fill  an  immediate 
need.  As  jobs  spread  out  over  more  territory,  and  as  they  become 
larger,  there  is  increasing  pressure  for  more  job  site  buying. 

The  advantages  of  job  site  buying  over  centralized  buying  are 
that: 

1.  Local  merchants  will  tend  to  give  better  service  on  emergenc) 
requirements  if  major  purchases  are  made  locally. 

2.  Relationships  in  local  communities  where  jobs  are  located  art 
improved. 

The  advantages  of  centralized  buying  over  job  site  buying  are 
that: 

1.  Local  buying  tends  to  be  in  smaller  lots,  and  so  the  price 
advantages   of  volume   buying  are   lost. 

2.  When  shortages  develop,  suppliers  give  preference  to  long-term, 
large-volume  customers. 

72 
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3.  Local  job  site  buyers  have  no  way  of  knowing  when  surpluses 
of  certain  materials  and  supplies  develop  at  other  jobs,  and  oo  one 
job  may  be  buying  at  market  price  the  same  items  that  another  job 
is  liquidating  at  a  loss. 

Purchasing  objectives 

There  are  five  major  factors  to  be  considered  in  setting  purchasing 
policies  for  a  construction  company: 

1.  Price 

2.  Quality 

3.  Delivery 

4.  Vendor  responsibility 

5.  Quantity  control. 

The  relative  importance  of  these  items  is  not  necessarily  indicated 
by  the  order  in  which  they  are  named. 

Price,  of  course,  is  of  prime  importance,  but  when  lower  purchase 
prices  are  offset  by  losses  due  to  delays,  additional  expediting  costs, 
and  questionable  quality,  they  can  usually  result  in  a  higher  final 
cost.  It  is  common  to  hear  purchasing  agents  talk  about  making 
a  "profit  on  buying."  That  is  a  fallacy.  A  contractor  makes  a  profit 
only  on  completed  work,  and  it  is  only  when  buying  contributes  to 
the  final  job  profit  that  it  contributes  to  earnings.  In  other  words, 
it  is  easy  to  make  a  paper  profit  on  buying  and  then  lose  it  trying 
to  complete  the  job  under  adverse  conditions  that  ill-considered 
"price  alone"  buying  creates. 

Quality  is  controlled  by  the  specifications,  and  the  client-owner 
can  expect  only  what  he  has  specified  and  is  willing  to  pay  for. 
Sometimes  specifications  will  call  for  inferior  materials  but  will  set 
standards  which,  if  met,  would  require  materials  of  top  grade.  The 
estimator  must  watch  for  such  inconsistencies. 

In  many  respects,  however,  quality  does  vary,  and  when  a  vendor 
delivers  substandard  materials  he  has  cost  the  contractor  time  and 
money  through  handling  costs  and  delays  even  though  he  may 
ultimately  deliver  goods  that  meet  specifications.  The  cost  is  even 
greater  when  inferior  or  defective  materials  are  installed  and  have 
to  be  removed.  Uniformity  and  dependability  are  the  most  important 
things  to  think  about  when  evaluating  the  quality  of  a  vendor's  pro- 
ducts. 

Delivery  schedules  can  sometimes  be  the  controlling  factor  in  deter- 
mining what  to  buy  and  where  to  buy  it.  Because  timing  is  vital  on  any 
construction  job,  delays  and  errors  in  deliveries  can   often  be  ex- 
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pensive  out  of  all  proportion  to  the  value  of  the  items  purchased. 
Delivery  ahead  of  schedule,  on  the  other  hand,  can  result  in  loss 
through  spoilage  or  theft  (Chap.  9)  or  disrupt  cash  forecasting 
by  moving  discount  dates  ahead.  Therefore,  in  evaluating  a  vendor's 
proposal,  the  vendor's  reputation  for  delivering  exactly  what  is 
ordered  on  the  exact  day  for  which  delivery  is  scheduled  is  a  mat- 
ter of  importance. 

Vendor  responsibility  is  a  term  that  has  a  number  of  meanings, 
and  all  of  them  are  important.  It  is  directly  related  to  the  supplier's 
ability  to  provide  goods  of  uniform  quality,  make  accurate  deliveries, 
keep  precise  delivery  schedules,  and  still  sell  at  a  price  which  meets 
comparable  competition.  It  also  means  the  willingness  of  the  supplier 
to  make  fair  and  reasonable  adjustments  when  errors  do  occur,  and 
the  extent  to  which  a  supplier  will  back  up  its  salesmen  in  their  ef- 
forts to  help  their  contractor-customers  solve  difficult  supply  problems. 
In  summary,  it  means  the  extent  to  which  a  vendor  may  be  relied  upon 
to  live  up  to  the  spirit  as  well  as  to  the  letter  of  its  obligations,  and 
its  willingness  to  share  its  customer's  problems.  These  factors  are 
intangibles,  but  their  effect  over  a  period  of  time  can  be  very  real. 

Quantity  control  is  an  internal  problem,  but  it  is  still  an  important 
one  for  anyone  responsible  for  the  purchases  of  a  construction  com- 
pany. Because  money  invested  in  surplus  materials  and  supplies  is 
idle  money,  it  is  vital  that  the  purchasing  department  of  any  con- 
struction firm  know  what  is  on  hand,  and  when  and  if  it  is  going 
to  be  used  in  the  foreseeable  future.  Often  the  temptation  is  very 
great  to  make  large  bargain  purchases  of  standard  materials  or  equip- 
ment. Sometimes  such  purchases  are  good  business.  Certainly  they  are 
when  use  can  be  foreseen  in  the  near  future.  The  test  is  this:  Is  the 
amount  saved  on  this  purchase  as  good  a  return  on  the  money  tied  up 
as  might  be  earned  elsewhere  in  the  business? 

The  problem  of  pickup  purchases 

On  every  construction  job  there  will  arise  unforeseen  needs  for 
small  items  that  must  be  purchased  locally.  When  job  needs  are 
properly  anticipated,  these  items  will  be  minor.  Still,  failure  to  antic- 
ipate job  needs  cannot  ordinarily  justify  delaying  the  job  until 
routine  purchasing  procedures  (see  "Mechanics  of  buying,"  below)  can 
be  followed. 

There  are  several  alternatives.  Purchases  can  be  made  from  petty 
cash  and  supported  by  paid  bills.  A  variation  of  this  procedure  is  to 
allow  the  individual  to  make  the  purchases  out  of  his  own  pocket 
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and  to  receive  reimbursement  on  the  basis  of  paid  bills.  Another 
procedure  is  to  issue  blanket  purchase  orders  to  certain  local  sup- 
pliers covering  requirements  for  a  month.  These  devices  are  all 
subject  to  the  criticism  that  there  is  no  control  before  the  purchase 
is  made,  and  there  is  no  way  to  compare  the  invoice  or  cash  register 
slip  with  items  actually  authorized  for  purchase. 

One  of  the  more  satisfactory  answers  to  the  problem  of  "pickup 
purchases"  is  the  field  purchase  order  (Fig.  5.1).  This  is  a  simple,  hand- 
written form  small  enough  to  be  carried  in  the  superintendent's  pocket 
or  in  the  glove  compartment  of  his  pickup  truck.  When  the  need 
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PUota  Deliver  The  Following  Order.  To: 

Tarmt- 

QUANTITY 

DESCRIPTION 

PRICE 

F.O.B.  Shipping  Point  Q  —  F.O.B.  Destination  G      .  (Check  One) 
Issue  Three  Copies  Of  Invoice  At  Tfmo  Of  Purchase  Or  Mail  To  Above 
Address. 
Our  Order  Number  Must  Show  On  Your  Invoice. 

Prices  On  This  Order  Are  Not  Subject  To  Increase. 
We  Will  Only  Accept  Charges  For  Merchandise  Ordered  By  Person  Whose 
Signature  Is  Authorized  In  Writing  By  The  General  Office. 


Charge 

Job  No- 


Job  Name. 


N?      3502 


Fig.  5.1     Field   purchase  order  in   quadruplicate 
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arises  to  make  a  pickup  purchase  the  superintendent  can  write  out 
the  order  in  a  few  seconds.  The  record  is  kept  clear  and  all  pur- 
chases are  still  authorized  in  advance.  At  least  once  each  week  copies 
of  the  field  purchase  orders  are  sent  to  the  general  office  so  that 
the  person  in  charge  of  purchasing  can  keep  control  of  the  miscel- 
laneous job  site  purchases. 


Purchasing  and  expediting 

There  are  two  major  steps  in  procurement — purchasing  and  expe- 
diting. Purchasing  includes  finding  required  materials,  supplies,  and 
equipment,  and  buying  them  on  the  most  favorable  terms  that  can 
be  arranged.  Expediting  is  the  job  of  following  up  the  purchase  to 
see  that  the  items  ordered  (and  not  substitutes)  are  delivered,  and 
that  the  delivery  is  made  at  the  place  and  time  required  by  the  con- 
tractor's operations. 

Both  buyers  and  expediters  need  a  specialist's  knowledge  of  con- 
struction materials,  supplies,  and  equipment.  Both  need  to  be  able 
to  read  plans  well  enough  to  take  off  materials  lists.  Both  need  a 
sufficiently  detailed  knowledge  of  construction  to  know,  at  least 
in  a  general  way,  where  and  how  the  things  they  buy  will  be  used 
on  the  job  for  which  they  are  buying.  Without  this  knowledge  they  are 
not  in  a  position  to  exercise  the  judgment  necessary  to  a  proper  per- 
formance of  their  jobs.  Because  of  these  requirements,  there  has  been 
a  tendency  in  construction  companies  to  place  the  procurement  func- 
tions in  the  category  of  engineering  or  operations,  and  certainly  such 
a  classification  makes  good  sense. 

On  the  other  hand,  there  is  a  tendency  on  the  part  of  buyers  and 
expediters  who  operate  as  a  part  of  the  engineering  or  operations 
departments  to  overlook  the  important  accounting  aspects  of  their 
jobs,  and  this  has  led  many  construction  controllers  to  seek  jurisdic- 
tion over  the  procurement  functions.  For  example,  it  is  sometimes 
possible  to  make  all  major  purchases  of  materials  and  supplies  at  the 
start  of  a  job.  If  this  is  done,  and  the  personnel  on  the  job  place 
orders  for  still  more  supplies  and  materials  it  means  that  one  or  more 
of  the  following  is  true: 

1.  The  original  take-off  was  wrong. 

2.  Materials  and  supplies  are  being  lost  or  stolen,  either  on  the 
way  to  the  job  or  after  they  get  there. 

3.  There  may  be  some  items  which  are  being  paid  for  twice. 
These  are  all  matters  that  merit  careful  attention,  yet  a  purchasing 
department  completely  controlled  by  engineering  or  operations  per- 
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sonnel  is  often  inclined  to  disregard  them  in  the  interests  of  job 
progress. 

Another  example  of  the  tendency  of  operating  personnel  to  dis- 
regard the  accounting  aspects  of  procurement  functions  is  to  be 
found  in  the  use  of  the  purchase  orders  (see  "Mechanics  of  buying," 
below)  as  a  part  of  the  vouchers  to  support  cash  disbursements.  Prices 
on  purchase  orders  are  used  by  the  accounting  department  primarily  to 
check  the  prices  on  vendors'  invoices.  Pricing  the  items  purchased 
on  the  purchase  order  is  a  source  of  continuous  friction  between 
the  accounting  department  and  buyers  who  work  primarily  for  the 
engineering  or  construction  departments,  for  reasons  that  are  easy  to 
understand.  It  takes  additional  time  and  effort  on  the  part  of  the 
purchasing  agent  to  secure  the  prices,  and  it  raises  arguments  between 
the  purchasing  agent  and  the  supplier  when  discrepancies  (which 
would  never  be  found  at  all  unless  prices  were  listed  on  the  purchase 
orders)  are  found  by  the  accounting  department  and  referred  back  to 
the  signer  of  the  purchase  order. 

However,  in  spite  of  vigorous  contentions  to  the  contrary  by  many 
buyers,  pricing  the  purchase  orders  is  definitely  practical.  It  simply 
means  that  when  negotiating  the  purchase  (usually  by  telephone) 
the  buyer  will  have  to  insist  on  price  quotations  even  over  objections 
on  the  part  of  vendors  and  their  salesmen.  Once  it  has  been  made 
clear  that  prices  are  required,  they  will  invariably  be  supplied  without 
question.  In  fact,  insistence  by  management  on  the  pricing  of  pur- 
chase orders  has  been  known  to  discourage  questionable  side  deals 
between  buyers  and  salesmen. 

Actually,  provided  the  engineering  and  operations  departments  are 
as  accounting  minded  as  they  should  be,  and  the  accounting  de- 
partment as  operations  minded  as  it  should  be,  it  makes  little  dif- 
ference who  controls  the  purchasing  and  expediting. 

In  one-man  contracting  firms  there  is  no  question  of  control.  Al- 
most invariably  it  is  the  owner  who  supervises  purchasing.  This  does 
not  mean,  however,  that  the  foregoing  discussion  is  not  significant  to 
the  small  contractor.  No  one  should  pay  bills  without  checking  the 
prices  and  extensions  on  the  invoices.  Unless  the  contractor  can  re- 
member the  exact  price  of  everything  he  buys,  he  has  nothing  against 
which  to  check  prices.  It  takes  only  seconds  to  write  down  the  price 
quoted  when  a  purchase  is  being  negotiated,  and  then  there  can 
be  no  question  when  it  is  time  to  pay  the  bills.  In  areas  where  the 
building  material  business  is  highly  competitive,  certain  unscrupulous 
dealers  have  been  known  to  quote  prices  at  cost  and  make  their 
profit  through  "errors"  in  pricing  on  the  invoices. 
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Items  to  be  bought 

Materials  and  supplies  are  usually  bought  on  the  basis  of  a  materials 
estimate  for  use  on  a  specific  job,  regardless  of  the  size  of  the  con- 
tractor's business.  The  estimate  may  be  a  take-off  from  the  plans  or, 
as  often  happens  on  very  small  jobs,  it  may  be  based  on  the  estimator's 
best  guess  as  to  what  is  needed  (see  "Materials  budget,"  Chap.  9,  Fig. 
9.2). 

If,  as  is  done  by  plumbing,  electrical,  or  similar  specialty  subcon- 
tractors or  repairmen,  an  inventory  is  carried  and  purchases  are 
made  for  inventory,  it  is  usually  good  practice  to  keep  "bin  cards" 
(Fig.  9.4,  9.5).  When  withdrawals  from  a  particular  rack  or  bin  bring 
the  amount  on  hand  below  a  predetermined  quantity,  the  item  is 
placed  on  the  "want  list"  to  be  ordered  the  next  time  an  order  is 
placed. 

Specialty  purchases  made  to  meet  emergency  job  site  needs  have 
already  been  discussed  in  this  chapter  (see  "The  problem  of  pickup 
purchases"). 

The  title  of  the  person  responsible  for  purchasing  is  not  nearly 
so  important  as  seeing  that  the  responsibility  for  purchasing  is  clearly 
and  definitely  allocated. 

The  mechanics  of  buying 

The  buying  process  starts  when  someone  with  authority  to  spend 
the  company's  money  decides  that  a  purchase  is  necessary.  It  may 
be  the  owner  of  the  business  who  goes  to  the  building  material 
dealer's  yard  and  signs  an  order  for  whatever  is  needed.  More  often, 
even  in  very  small  concerns,  the  first  step  is  the  preparation  of  a 
"want  list"  or  a  materials  estimate  covering  the  materials  and  sup- 
plies needed  for  work  in  process  or  jobs  about  to  start.  When  opera- 
tions are  a  little  larger,  these  want  lists  and  rough  materials  estimates 
are  formalized  into  a  purchase  requisition.  Whether  it  be  in  the 
mind  of  the  contractor  himself  or  on  a  formal  requisition,  a  list 
of  the  needed  items  must  be  accumulated  somewhere. 

The  items  must  then  be  ordered  from  the  appropriate  supplier. 
It  is  common,  among  smaller  contractors,  for  these  orders  to  be  placed 
by  telephone,  or  over  the  counter  of  the  lumber  yard,  the  hardware 
store,  or  the  materials  dealer.  So  long  as  operations  remain  small 
enough,  this  informal  procedure  is  satisfactory.  There  are  few  enough 
items  on  few  enough  jobs  so  that  the  details  of  each  transaction  can 
be  remembered  by  the  contractor,  who  in  addition  to  doing  the 
buying,  checks  the  invoices  and  pays  the  bills. 
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Purchase  orders  (Fig.  5.1,  5.2)  are  needed  as  soon  as  the  operations 
become  large  enough  so  that  the  person  who  checks  the  incoming  in- 
voices and  pays  the  bills  needs  some  way  to  check  on  what  was 
bought,  who  ordered  it,  and  the  price  agreed  upon. 

The  actual  buying  starts  with  getting  in  touch  with  suppliers, 
securing  quotations,  and  arranging  terms  for  the  purchase  of  re- 
quested items.  When  the  terms  are  arranged,  purchase  orders  are  writ- 
ten and  sent  to  the  appropriate  suppliers. 

One  copy  of  the  purchase  order  is  sent  to  the  person  who  prepares 
the  vouchers  for  payment.  This  copy  will  be  compared  with  the 
invoice  when  it  arrives,  to  check  authorization,  quantities,  items,  and 
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INVOICE  IN  TRIPLICATE 
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'""  JOB  NO.. 


VENDOR  < 
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R 

SHIP  TO  - 
LOCATION 

DATE  REQ 

QUANTITY 

PLCASE   DE 

1VCR  THE   FOU.OWINO   MATERIALS 

OX  «.»>>  TO.  FOLLOW,* 

a  Nma  OUC.I.ID  ..LOW. 

™£ 

AMOUNT 
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Hm  CONDITIONS  of  this  order 

1.  By  tho  acceptance  ol  thia  order.'  the  vendor  represents  that  the  prices  charged  conform  to  any  and  all  governmental  regulations  applicable. 

2.  The  vendor  agrees  to  save  and  Indemnify  the  vendee  tram  and  against  any  and  all  loss,  axpense,  liability,  and  claims  of  liability  arising  by  reason  of  the  mam> 

nvorea  hereby  being  or  being  claimed  to  be  an  Infringement  ol- patent 

In  full;  otherwise  this  order  is  to  be  understood  aa  accepted  In  all  of  Us 


9  of/any  machinery,  apparatus,  oqulpment,  materials,  oc  supplies  < 
3  days  11  tho  terms  of  this  order  are  not  agreed  1 


appear  on  the  Invoice  which  < 


i  charge  for  the  goods.  If  quoted  price  Includes  solos  tax,  pleaee  show  such  t 


Fig.  5.2     Purchase  order 

This  form  is  designed  to  be  typed  in  original  and  four  copies: 
original  to  vendor;  first  copy  to  accounts  payable;  second  copy  to 
warehouse  or  receiving;  third  copy  to  purchasing  department  nu- 
merical file;  fourth  copy  to  purchasing  department  alphabetical 
file. 
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prices.  Another  copy  goes  to  the  place  where  the  items  will  be  received, 
and  serves  as  a  checklist  on  incoming  shipments.  Another  copy  goes 
to  a  numerical  file,  and  the  last  copy  is  filed  in  a  tickler  file  under 
the  date  when  delivery  is  due.  This  last  copy  is  ultimately  filed 
alphabetically  by  vendor's  name  after  the  goods  have  been  delivered. 
Until  delivery,  however,  it  is  kept  in  the  tickler  file  for  follow-up. 
If  there  are  indications  that  shipment  may  be  delayed,  an  expediter, 
who  may  or  may  not  be  the  buyer  himself,  works  on  the  order  to 
keep  deliveries  on  schedule. 

Purchase  orders  are  designed  principally  to  do  three  jobs: 

1.  Establish  the  responsibility  for  buying  the  things  that  are  needed 
and  only  those  things. 

2.  Tell  the  supplier  in  writing  exactly  what  has  been  ordered;  how, 
when,  and  where  it  is  to  be  shipped  and  billed;  how  much  the  com- 
pany expects  to  pay  for  it;  any  other  information  necessary  to  fill  the 
order  promptly  and  accurately. 

3.  Provide  an  internal  check  on  purchasing,  on  receiving,  and  on 
the  payment  of  money  for  items  purchased. 

Purchase  orders  should  be  prenumbered,  and  the  numbers  strictly 
controlled.  If  these  two  checks  are  not  maintained,  a  good  deal  of  the 
effectiveness  of  the  purchase  order  is  lost.  The  same  is  true  of  the 
authority  to  sign  purchase  orders.  Unless  limited  to  a  comparatively 
small  number  of  individuals,  responsibility  for  purchasing  becomes 
scattered,  and  purchasing  becomes  loose  and  wasteful.  In  some  ways 
the  responsibility  which  goes  with  the  authority  to  sign  purchase 
orders  is  even  greater  than  that  which  goes  with  the  authority  to 
sign  checks.  Delegation  of  such  authority  deserves  careful  and  serious 
consideration. 

The  mechanics  of  buying  machinery  and  equipment  are  much  the 
same  as  those  of  buying  materials  and  supplies.  However,  the  man- 
agement decisions  that  lead  to  such  purchases  are  somewhat  broader 
in  scope.  The  normal  purchase  of  materials  and  supplies  is  made  to 
meet  the  needs  of  a  specific  job  or  to  maintain  a  complete  and  well 
balanced  inventory.  Equipment,  on  the  other  hand,  may  be  bought 
for  a  particular  job,  but  at  the  end  of  that  job  either  it  must  be  sold 
or  there  must  be  another  job  to  keep  it  busy.  For  tax  purposes,  unless 
it  is  sold  at  the  end  of  the  job  only  a  prorata  share  of  its  cost  may  be 
charged  to  job  costs.  Often  equipment  sitting  idle  in  the  contractor's 
yard  is  too  expensive  to  keep  and  too  valuable  to  sell  at  the  prices  that 
can  be  realized  for  it.  Therefore,  only  those  in  the  organization  who 
understand  the  problems  created  by  the  ownership  of  equipment 
should  have  authority  to  sign  orders  for  its  purchase. 


EXPEDITING  81 

Expediting 

Almost  everything  a  construction  company  purchases  must  fit  some- 
where into  a  production  schedule.  Delivery  too  early  creates  problems 
(and  generates  costs)  of  storage  and  protection.  Delivery  too  late 
means  costly  delays  in  completion.  It  is  the  job  of  the  expediter  to 
see  that  the  things  bought  arrive  on  the  job,  as  nearly  as  possible,  at 
the  exact  time  they  are  needed. 

In  larger  concerns  there  are  people  who  do  nothing  but  expedite. 
In  smaller  concerns  expediting  is  often  another  job  for  the  buyer. 
Often  it  is  one  of  the  many  tasks  assigned  to  the  job  office  manager. 

Regardless  of  who  does  the  expediter's  job,  it  is  important  that  he 
knows  what  he  is  trying  to  accomplish,  and  that  he  is  not  so  loaded 
down  with  other  more  urgent  duties  that  he  has  no  time  to  expedite 
purchases. 

Too  often  it  is  the  erroneous  belief  of  contractors  that  expediting 
and  timekeeping  jobs  are  to  be  assigned  to  people  who  lack  the 
ability  to  make  good  anywhere  else  in  the  organization.  When  that 
idea  prevails,  expediting  suffers  and  the  job  costs  go  up. 

To  do  his  job  properly,  the  expediter  must  know  exactly  what  has 
been  purchased,  when  it  is  due  to  arrive  on  the  job,  and  what  will 
happen  if  it  is  not  there  on  time.  He  needs  to  have  day-to-day  knowl- 
edge of  progress  on  all  jobs,  and  of  shifts  in  production  schedules. 
If  materials  are  to  be  fabricated  he  must  be  able  to  go  into  the  sup- 
plier's factory  and  identify  the  items  on  their  way  through  production. 
He  must  be  enough  of  a  diplomat  to  keep  supplier  relations  good; 
enough  of  a  salesman  to  keep  the  supplier  sold  on  giving  as  much 
priority  as  necessary  to  the  company's  orders;  enough  of  a  slave  driver 
to  apply  as  much  pressure  as  needed  to  get  suppliers  and  carriers 
to  meet  the  company's  production  schedules.  It  is  not  essential  that 
he  be  an  engineer,  but  the  training  helps. 

In  order  to  anticipate  job  requirements  properly,  the  expediter 
needs  to  study  the  production  schedules,  materials  take-offs,  equip- 
ment estimates,  and  purchase  orders.  He  must  catch  and  correct 
errors  in  scheduling  the  delivery  of  these  items.  He  must  maintain, 
or  have  available,  a  numerical  register  of  purchase  orders  and  a  tickler 
file  of  unfilled  purchase  orders,  arranged  in  the  order  of  the  "lead 
time"  required  to  get  the  items  delivered  on  time.  These  he  must 
check  systematically  until  he  receives  notice  (usually  a  receiving  re- 
port or  similar  memorandum)  from  the  job  that  an  order  has  been 
filled.  He  then  moves  the  purchase  order  out  of  the  tickler  file  into  an 
alphabetical  file,  by  vendors'  names,  of  filled  purchase  orders. 
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There  will  be  many  purchase  orders  and  purchase  contracts  that 
require  no  expediting  effort,  but  those  should  still  go  through  the 
expediter's  hands  so  that  his  picture  of  the  flow  of  materials  will  be 
complete. 

Treatment  of  back  orders 

No  discussion  of  purchasing  or  expediting  would  be  complete  with- 
out some  comment  on  back  orders.  Often  when  a  supplier  is  unable  to 
supply  one  or  two  items  on  a  purchase  order,  the  remainder  of  the 
order  will  be  filled  and  the  missing  items  will  be  left  open  to  be 
filled  later.  If  the  buyer  has  been  careful  to  find  out  if  the  items 
ordered  are  available,  back  ordering  will  be  held  to  a  minimum,  but 
even  if  there  are  only  a  few  back  orders  it  may  often  be  necessary  to 
buy  the  missing  items  elsewhere  or  to  delay  the  job.  Accordingly,  as 
indicated  in  Chapter  9,  it  is  better  to  prohibit  all  back  orders  and 
write  a  new  purchase  order  for  the  items  to  come  than  to  permit  any 
back  orders  at  all.  Too  often  they  are  forgotten  and  the  materials 
or  supplies  arrive  after  the  need  has  long  passed.  If  that  happens  they 
normally  must  be  paid  for,  just  as  if  they  had  been  shipped  on  time. 
Even  if  they  can  be  returned  there  are  handling  costs  and  shipping 
charges. 
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Subcontracting  Policies  and 


There  are  few,  if  any,  construction  jobs  on  which  some  part  of  the 
work  is  not  done  by  a  subcontractor.  Sometimes,  on  larger  projects, 
the  larger  subcontractors  will  subcontract  portions  of  their  own  work. 
This  practice  results  in  several  "tiers"  of  subcontractors.  The  owner 
holds  the  prime  contractor  responsible  for  the  entire  job,  even  though 
some  parts  of  it  may  be  done  by  firms  of  which  neither  owner  nor 
prime  contractor  have  ever  heard.  In  the  same  way,  the  prime  con- 
tractor holds  the  first  tier  subcontractors  responsible  for  their  por- 
tion of  the  work.  Where  some  of  the  first  tier  subcontractors  have 
subcontracted  a  portion  of  their  job  to  the  second  tier  subcontractors, 
they  look  to  the  second  tier  subcontractors  for  a  complete  job,  and 
so  on  down  the  line.  Sometimes  owners  insist  on  approving  the  sub- 
contractors used  on  their  jobs,  but  it  is  unusual  to  find  this  degree  of 
control  extending  past  the  first  tier. 

There  are  both  practical  and  legal  reasons  why  an  owner  rarely 
deals  directly  with  a  subcontractor,  or  a  prime  contractor  with  a 
second  or  third  tier  subcontractor.  Legally,  a  subcontractor  in  any 
tier  owes  his  duties  under  the  subcontract  only  to  the  firm  with  which 
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he  contracted.  From  a  practical  viewpoint,  dealings  between  the 
owner  and  a  subcontractor  would  tend  to  relieve  the  prime  con- 
tractor of  responsibility  for  the  subject  matter  of  such  dealings,  and 
the  same  would  be  true  of  dealings  between  the  prime  contractor 
and  lower  tier  subcontractors.  Therefore,  the  chain  of  responsibility 
and  authority  in  subcontract  matters  is  observed  with  great  care. 


Reasons  for  subcontracting 

There  are  a  number  of  reasons  why  so  many  prime  contractors  sub- 
contract portions  of  their  work.  First,  in  the  plumbing,  electrical,  and 
painting  trades,  the  subcontractors  maintain  an  organization  of  skilled 
specialists,  making  it  possible  to  do  certain  parts  of  the  work  better 
and  more  economically  than  might  be  done  by  someone  less  well 
specialized.  In  some  regions,  labor  union  contracts  are  so  written  that, 
except  in  emergencies,  only  specialty  contractors  can  employ  special- 
ists in  those  trades.  Also,  relatively  few  general  contractors  have  enough 
specialty  work  to  keep  a  crew  busy  regularly. 

Second,  many  specialists  require  equipment  peculiar  to  the  trade, 
and  it  is  often  more  economical  to  subcontract  the  work  than  to  buy 
or  rent  the  equipment.  Thus,  many  building  contractors  regularly 
subcontract  their  excavation  and  site  preparation  work  rather  than 
invest  in  very  expensive  earth-moving  equipment. 

Third,  since  contracting  is  a  risky  business  and  requires  large 
amounts  of  capital,  subcontracting  is  often  used  as  a  device  to  spread 
both  the  risk  and  the  financial  burdens  of  a  large  job. 

From  the  subcontractor's  point  of  view  there  are  also  advantages. 
It  takes  less  capital  to  build  up  and  equip  a  small  crew  of  specialists 
than  a  large,  diversified  organization.  The  subcontractor  receives  many 
jobs  that  would  be  beyond  his  financial  capacity  were  he  to  attempt  to 
handle  them  as  a  prime  contractor.  Often,  too,  by  associating  himself 
closely  with  a  few  active  general  contractors  he  can  keep  his  flow  of 
work  regular,  even  when  some  of  the  general  contractors  find  them- 
selves in  a  work  slump. 

In  summary,  then,  it  is  advantageous  to  the  prime  contractor  to 
subcontract  the  specialized  parts  of  his  work  because  the  subcon- 
tractors, as  specialists,  can  do  the  work  better,  faster,  and  as  cheaply  as 
the  contractor  could  do  it  himself.  Besides,  from  the  prime  contractor's 
point  of  view,  the  risk  and  the  financial  burden  are  spread.  From 
the  subcontractor's  point  of  view,  it  generally  requires  a  smaller  in- 
vestment and  a  smaller  full-time  organization  to  be  a  subcontractor. 
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Disadvantages  of  subcontracting 

There  are,  of  course,  disadvantages  on  both  sides,  too.  As  soon  as  a 
prime  contractor  subcontracts  a  portion  of  his  work,  he  sacrifices  a 
certain  amount  of  control  over  that  part  of  the  project.  If  things 
start  to  go  wrong  it  takes  longer  to  correct  them,  and  the  risks  of 
delay  and  of  disorganizing  other  parts  of  the  job  are  increased.  While 
some  of  the  financial  risk  of  the  prime  contract  is  passed  to  the  sub- 
contractors, the  potential  loss  is  greater  and  harder  to  guard  againsl 
if  the  subcontractor  proves  to  be  financially  unstable.  Such  a  sub- 
contractor can  leave  the  prime  contractor  with  a  liability  for  unpaid 
bills  relating  to  work  for  which  the  subcontractor  has  already  been 
paid,  and  subcontractor's  performance  bonds  can  only  partially 
guard  against  this  risk. 

From  the  subcontractor's  viewpoint,  the  disadvantages  are  numer- 
ous and  potentially  serious.  He  must  be  able  to  recognize  and  protect 
himself  against  the  all  too  common  practice  by  certain  owners  and 
prime  contractors  of  specifying  inferior  materials  while  demanding 
top  quality  results.  This  type  of  risk  faces  prime  contractors  too,  and 
sometimes  the  prime  contractor  tries  to  avoid  it  by  passing  portions 
of  the  work  on  to  subcontractors. 

The  subcontractor  must  be  able  to  move  on  and  off  with  jobs  with- 
out loss  of  time  or  money,  because  he  has  to  schedule  his  own  opera- 
tions to  coordinate  with  those  of  the  prime  contractor  and  other  sub- 
contractors. He  must  be  constantly  alert  to  avoid  situations  in  which 
an  occasional  unscrupulous  prime  contractor  seeks  to  finance  his 
entire  job  at  the  expense  of  his  subcontractors.  He  must  be  prepared 
to  combat  attempts  by  the  prime  contractor  to  hedge  against  loss  by 
holding  the  subcontractor's  progress  payments  to  a  minimum.  He 
must  also  exercise  extreme  care  to  see  that  the  limits  of  his  work  are 
clearly  defined,  both  in  the  initial  subcontract  and  in  connection  with 
subsequent  change  orders.  Otherwise  he  may  find  himself  doing  work 
he  had  not  contemplated  and  for  which  he  had  made  no  allowance 
in  his  bid.  Finally,  if  the  prime  contractor  assumes  a  risk  when  a 
subcontractor  fails  financially,  the  subcontractor  is  also  assuming  a 
risk  in  connection  with  financial  failure  of  the  prime  contractor.  To 
hedge  against  such  risks,  the  subcontractor  must  know  (and  watch) 
his  lien  rights  on  private  work,  and  his  statutory  rights  under  the 
various  bond  acts  on  public  work.  The  wide  prevalence  of  subcon- 
tracting indicates  that  most  subcontractors  are  fully  aware  of  these 
hazards  and  have  learned  how  to  deal  with  them. 
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Subcontract  coordination 

Coordinating  the  work  of  the  contractor  and  the  various  subcon- 
tractors on  a  job  is  essentially  a  job  management  function.  Most  writ- 
ten subcontracts  give  the  prime  contractor  complete  power  to  control 
the  timing  of  the  work  done  by  subcontractors  and  it  is  usually  the 
prime  contractor's  project  manager  or  superintendent  who  makes  the 
decisions. 

Faulty  coordination  can  create  accounting,  financial,  and  credit 
problems  for  the  prime  contractor.  When,  because  of  faulty  planning, 
there  is  excessive  delay  in  making  final  change  orders,  allowance  must 
be  made  for  the  loss  of  job  momentum.  Otherwise  unit  costs  will  be 
distorted,  and  their  usefulness  will  become  extremely  limited.  When 
progress  is  delayed,  so  also  are  progress  payments.  Unit  costs,  on  the 
other  hand,  tend  to  be  higher  than  normal,  so  that  financial  planning 
and  credit  arrangements  require  re-examination.  If  the  subcontract 
requires  the  subcontractor  to  wait  until  the  completion  of  the  whole 
job  for  the  retention  money,  the  delay  in  completing  a  poorly  co- 
ordinated prime  contract  will  require  further  changes  in  the  sub- 
contractor's financial  planning. 

One  final  problem  in  connection  with  subcontractor  coordination 
is  that  which  faces  subcontractors  when  they  bid.  If  a  prime  con- 
tractor's jobs  are  usually  well  coordinated,  the  subcontractor  is 
reasonably  safe  in  assuming  that  he  can  plan  his  work.  If  the  prime 
contractor's  jobs  are  frequently  disorganized  or  poorly  coordinated, 
it  is  good  financial  planning  to  add  enough  to  the  bid  to  cover  both 
the  excess  unit  costs  and  the  excess  finishing  costs  that  may  reasonably 
be  expected.  The  idea  that  a  subcontractor  is  morally  bound  to  sub- 
mit the  same  bid  to  all  potential  prime  contractors  on  a  job  is  not 
correct,  if  only  for  the  reason  given  above. 

Taking  subcontract  bids 

From  the  prime  contractor's  viewpoint,  there  are  relatively  few 
matters  connected  with  the  taking  of  subcontract  bids  to  concern  the 
accounting  or  financial  personnel.  He  should,  however,  determine,  as 
far  as  he  is  able,  whether  the  subcontractor  will  be  financially  accept- 
able, before  issuing  invitations  to  bid.  It  is  wise  practice  to  confirm 
telephone  bids  in  writing  immediately.  It  is  up  to  the  office  manager 
to  see  that  subcontractors  are  supplied  with  working  area  in  which 
to  make  their  take-offs  from  the  plans  in  the  prime  contractor's 
possession,  but  dealings  with  the  subcontractors  on  behalf  of  the 
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prime  contractor  are  usually  carried  on  by  the  individuals  who  are 
preparing  the  prime  contractor's  bid  estimate. 

From  the  subcontractor's  viewpoint,  there  are  several  matters  which 
those  responsible  for  accounting  and  finance  should  consider  at  the 
time  bids  are  submitted.  The  first  and  most  important  consideration 
is  the  timing  of  progress  payments.  It  is  quite  common  for  a  subcon- 
tract to  contain  a  provision  that  the  subcontractor  is  not  to  receive 
payment  until  the  prime  contractor  has  been  paid.  If  such  a  provision 
is  present,  then  the  payments  to  any  individual  subcontractor  may  be 
delayed  by  matters  entirely  beyond  his  control.  In  evaluating  this  risk, 
the  reputation  for  prompt  payments  of  the  owner,  the  architect,  and 
the  prime  contractor  must  be  taken  into  consideration.  If  any  one 
of  the  three  has  the  reputation  of  delaying  payments  or  holding  them 
up  on  account  of  minor  questions  or  arguments,  that  fact  should  be 
reflected  in  the  bid  price. 

Second  is  a  related  consideration — payment  of  retained  percentages. 
If  the  subcontract  form  requires  the  subcontractor  to  wait  for  his 
retention  until  completion  of  the  entire  job,  the  cost  of  providing  the 
additional  financing  should  be  considered  in  the  bid  price. 

Third,  it  must  be  determined  whether  performance  or  payment 
bonds  will  be  required  and,  if  so,  at  whose  expense. 

Fourth,  the  insurance  requirements  must  be  determined  and,  if 
additional  coverage  will  be  required,  its  estimated  cost  should  be 
taken  into  the  bid  price.  Particularly  important  are  special  risks 
that  might  affect  compensation  insurance  premiums  or  that  might 
require  builder's  risk  insurance. 

Fifth,  if  a  job  office  is  to  be  required,  its  staffing  and  equipment  are 
matters  of  concern  to  accounting  and  financial  personnel. 

Sixth,  while  legal  problems  are  usually  not  the  direct  concern  of 
the  accounting  or  financial  personnel,  it  is  the  responsibility  of  these 
individuals  to  call  the  attention  of  the  legal  department  to  such  prob- 
lems when  they  arise.  At  the  bidding  stage,  it  may  be  remembered,  a 
bid  is  an  offer  that,  barring  such  considerations  as  "promissory  estop- 
pel," expires  after  a  reasonable  time  and  may  normally  be  withdrawn 
at  any  time  before  acceptance.  Moreover,  an  acceptance,  to  create  a 
binding  contract,  must  conform  exactly  to  the  bid,  and  attempts  to 
bargain  on  any  part  of  the  bid  will  usually  result  in  a  counteroffer, 
which  must  then  be  accepted  before  there  is  a  contract.  If  negotiations 
indicate  that  neither  party  expects  to  be  bound  until  an  integrated 
contract  document  is  signed,  there  will  ordinarily  be  no  contract 
until  the  document  is  executed  and  delivered. 

Seventh,  if  the  products  of  a  particular  manufacturer  are  specified, 
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for  example,  in  door  hardware,  care  must  be  taken  to  see  that  the 
supplier  is  in  a  position  to  provide  such  items.  Often,  "protected  terri- 
tory" arrangements  between  manufacturers  and  their  local  repre- 
sentatives give  these  representatives  a  virtual  monopoly  on  certain 
types  of  items. 

Eighth,  in  bids  involving  the  supplying  of  materials  or  transporta- 
tion of  property,  the  persons  taking  the  bids  need  to  understand  the 
application  of  state  and  local  sales  and  use  taxes,  and  state  transporta- 
tion taxes. 

One  of  the  most  valuable  contributions  that  a  subcontractor's  finan- 
cial manager  may  make  to  bidding  is  that  of  objective  analysis  of  the 
business  aspects  of  each  bid.  There  is  a  tendency  for  estimators,  in 
their  eagerness  to  secure  new  work,  to  accept  unduly  burdensome 
terms.  Often  a  little  informed  pessimism  on  the  part  of  the  business 
manager  produces  profitable  results. 

Analysis  of  subcontract  bids 

When  a  large  contract  is  being  bid,  prime  contractors  usually  re- 
ceive subcontract  bids  right  up  to  the  last  minute.  Once  a  prime  con- 
tractor receives  some  indication  that  he  may  be  awarded  the  contract, 
he  immediately  starts  to  analyze  the  various  subcontract  bids  and 
bidders. 

The  evaluation  of  the  bid  and  of  the  availability  and  technical 
qualifications  of  the  bidders,  their  organizations,  and  their  equipment, 
is  a  job  for  the  estimators.  The  evaluation  of  the  bidders'  credit  and 
the  effect  of  their  existing  work  loads  on  their  ability  to  finance  the 
job  is  the  responsibility  of  the  prime  contractor's  business  manager  or 
controller.  It  is  at  this  time  that  the  forecasting  done  by  the  subcon- 
tractors' accounting  departments  at  the  time  that  the  bid  was  sub- 
mitted can  pay  for  itself. 

A  realistic  and  sensible  financial  forecast  by  the  subcontractor  can 
often  convince  the  prime  contractor  that  the  subcontractor  operates 
on  a  businesslike  basis,  and  can  often  secure  subcontract  awards  even 
against  lower  bidders.  If  the  competitor's  bid  is  so  low  that  he  is  sure 
to  lose  money  on  the  job  there  is  a  good  chance  that  his  performance 
will  be  unsatisfactory.  Besides,  overly  competitive  bidding  sometimes 
indicates  financial  instability.  One  subcontractor  who  is  not  perform- 
ing properly  can  upset  planning,  create  delays,  and  sometimes  turn  a 
closely  bid  job  from  a  profit  to  a  loss.  Even  the  limited  protection  of 
a  performance  bond  cannot  prevent  a  subcontractor's  default  from 
being  costly  to  the  prime  contractor.  For  these  reasons  a  prime  con- 
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tractor  may  pass  up  the  lowest  bidder  and  award  the  subcontract  to 
another  bidder  whose  bid  is  higher  but  who  shows  clearly  that  he 
knows  how  to  plan  his  work  well  and  is  able  to  demonstrate  that  he 
is  in  a  financial  position  to  complete  the  job.  This  phase  of  the 
analysis  of  subcontractors'  bids  is  usually  up  to  the  business  manager 
or  the  controller  of  the  prime  contractor. 

In  analyzing  bids  it  is  important  to  distinguish  between  a  subcon- 
tractor and  a  materials  supplier.  If  the  bid  is  merely  to  supply  ma- 
terials, a  state  sales  or  use  tax  may  have  to  be  paid  in  addition  to 
the  bid  price,  rather  than  being  a  part  of  it.  For  this  reason,  as  well 
as  a  number  of  others,  it  may  be  desirable  to  use  a  contract  form  writ- 
ten especially  for  materials  contracts  instead  of  using  the  form  written 
for  subcontractors.  Requirements  will  tend  to  differ  from  one  state  to 
another,  and  for  that  reason  the  contract  form  should  be  checked  by 
legal  counsel. 

One  other  matter  that  would  concern  the  accounting  or  financial 
personnel  in  a  prime  contractor's  analysis  of  subcontractors'  bids  is 
transportation  tax.  Unless  clearly  spelled  out  to  the  contrary  in 
the  subcontract,  federal  transportation  tax  on  hauling  done  for  a 
prime  contractor  was  formerly  chargeable  in  addition  to  the  subcon- 
tract price.  Some  state  laws  have  similar  provisions.  Like  the  subcon- 
tract form,  this  matter  must  be  checked  by  legal  counsel  in  the  state 
where  operations  will  be  carried  on. 

Many  prime  contractors,  after  taking  subbids  and  analyzing  them, 
will  isolate  those  work  items  that  have  the  lowest  unit  prices  and 
award  a  subcontract  which  covers  those  items  alone.  Of  course,  the 
subcontractor  is  not  bound  to  accept  such  a  counteroffer,  but  there 
is  always  a  temptation  to  do  so,  especially  when  work  is  scarce.  This 
is  not  to  say  that  subbids  should  always  be  made  on  an  all  or  nothing 
basis.  It  simply  calls  for  a  thorough  reconsideration  of  the  bid  as 
revised.  Failure  to  do  so  can  be  very  expensive  if  the  subcontractor 
has  unbalanced  his  bid.  If  a  subcontractor  intends  that  his  bid  must  be 
accepted  as  a  whole  or  not  at  all,  the  bid  should  say  so.  If  a  subcon- 
tractor is  going  to  unbalance  his  bid,  the  price  should,  wherever 
possible,  be  stated  as  a  lump  sum  bid  so  that  there  can  be  no  break- 
down on  a  counteroffer. 

When  a  large  building  job  is  broken  down  and  allocated  to  a  num- 
ber of  subcontractors,  questions  of  gaps  and  overlaps  of  responsibility 
inevitably  arise.  For  example,  if  the  excavation  and  site  preparation 
is  sublet  to  one  subcontractor,  and  the  sewers  and  drainage  to  an- 
other, and  the  paving  to  a  third,  who  is  responsible  if  the  paving  sub- 
sides and  breaks  due  to  faulty  compaction  in  the  sewer  line  trenches? 
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Is  it  up  to  the  plumber  or  the  roofer  to  provide  the  sheet  metal  flash- 
ings around  the  roof  vents? 

Obviously,  this  sort  of  problem  can  be  covered  by  careful  wording 
of  the  "scope"  paragraphs  of  the  subcontracts,  so  that  laps  and  gaps 
are  eliminated. 

The  prime  contractor's  accounting  and  financial  departments  be- 
come involved  when  the  inevitable  disputes  arise  over  who  is  to  do 
the  work  and  how  much  is  to  be  paid  for  it.  When  an  overlap  occurs, 
and  the  parties  cannot  agree  on  which  subcontractor  is  responsible, 
it  may  be  necessary  for  the  prime  contractor  to  do  the  work  in  order 
to  avoid  delaying  the  job.  If  the  prime  contractor  intends  to  charge 
the  cost  of  doing  the  work  to  one  of  the  subcontractors,  he  should 
allow  enough  time  for  the  subcontractor  to  undertake  the  work  him- 
self. Otherwise  the  prime  contractor  might  find  that  legally  he  is 
a  mere  volunteer  and  unable  to  collect  for  the  work  done. 

The  subcontractor  is  saved  untold  cost  and  difficulty  if  the  limits  of 
his  work  are  precisely  defined.  For  that  reason  the  subcontractor 
should  take  the  initiative,  if  need  be,  to  see  that  laps  and  gaps  are 
eliminated.  If  a  gap  develops  and  the  prime  contractor  demands  that 
the  subcontractor  proceed  with  the  work,  the  subcontractor  may  be 
better  off  if  he  does  the  work  and  at  the  same  time  takes  the  necessary 
legal  steps  to  save  his  right  to  payment  for  an  "extra."  In  such  situa- 
tions, the  costs  incurred  in  performing  the  disputed  work  must  be 
recorded  with  the  greatest  care,  and  must  be  fully  documented.  The 
best  procedure  is  to  set  up  a  separate  work  order  to  cover  the  disputed 
work  and  to  document  charges  to  the  work  order  as  if  it  were  a  sepa- 
rate, cost-plus  job. 

If  a  lap  develops  and  one  of  the  overlapping  subcontractors  does 
the  work,  the  other  subcontractor  must  be  careful  to  see  that  any  re- 
sulting change  orders  issued  by  the  prime  contractor  do  not  make 
excessive  deductions  in  price.  In  this  connection,  unit  costs  on  com- 
parable work  from  other  jobs  may  prove  useful.  If  the  work  involved 
in  the  overlap  is  profitable,  it  may  be  worth  while  for  the  subcon- 
tractor from  whose  contract  the  work  is  to  be  deleted  to  insist  on  the 
right  to  proceed  with  the  disputed  work,  and  to  agree  to  its  elimina- 
tion only  if  adequate  legal  safeguards  preserve  his  rights  under  the 
contract  to  the  profit  which  he  would  otherwise  have  made  on  the 
deleted  work. 

Awarding  the  subcontracts 

The  first  step  in  awarding  a  subcontract  is  a  decision  by  the  prime 
contractor  on  just  what  work  is  to  be  subcontracted.  Because  the  ex- 
tent and  scope  of  the  work  may  vary  according  to  which  subcontractor 
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is  chosen,  it  may  be  necessary  to  select  the  subcontractor  at  the  same 
time  the  scope  of  the  work  is  determined. 

The  most  important  consideration  in  choosing  a  subcontractor  is 
whether  he  can  do  work  of  the  required  nature  and  quality  at  a 
competitive  price.  Usually  a  prime  contractor  is  reasonably  justified 
in  taking  this  basic  know-how  for  granted.  Still,  a  mistake  in  judg- 
ment in  selecting  a  subcontractor  can  be  extremely  expensive,  and 
this  fact  alone  justifies  making  the  selection  with  more  than  ordinary 
care. 

Next  in  importance  after  technical  ability  is  financial  ability.  It  has 
been  noted  before  that  the  two  major  limitations  on  a  contractor's 
ability  to  undertake  new  work  are  his  organization  and  his  available 
working  capital.  If  a  subcontractor  is  lacking  in  either  respect,  the 
prime  contractor  may  have  to  share  the  former's  difficulties.  How 
much  total  money  or  bonding  capacity  the  subcontractor  may  have 
is  immaterial.  It  is  the  amount  he  has  available  for  the  particular  job 
that  counts.  It  becomes  the  job  of  the  prime  contractor's  accounting 
department,  therefore,  to  analyze  the  subcontractor's  credit  reports 
and  his  accounting  or  financial  statements  in  considerable  detail  to 
determine  his  financial  responsibility. 

In  making  such  analyses,  net  working  capital  is  a  key  figure.  Accord- 
ing to  some  bonding  companies,  a  building  contractor  can  carry  be- 
tween $15  and  $20  of  uncompleted  work  for  each  dollar  of  net  working 
capital,  or  $10  of  uncompleted  work  for  each  dollar  of  net  worth. 
Naturally,  the  ratios  vary  according  to  individual  circumstances.  For 
example,  compare  the  position  of  Contractor  A  with  that  of  Con- 
tractor B,  as  shown  by  their  balance  sheets  in  Schedule  6.1. 

On  the  statements  alone,  Contractor  A  is  clearly  in  the  better  posi- 
tion of  the  two.  His  ratio  of  uncompleted  work  ($100,000)  to  net 
working  capital  ($12,500)  is  only  8  to  1,  compared  to  20  to  1  ($100,- 
000/$5,000)  for  Contractor  B.  Contractor  A's  ratio  of  uncompleted 
work  ($100,000)  to  net  owner's  equity  ($27,500)  is  something  under 
3.7  to  1,  while  B's  comparable  ratio  is  5  to  1. 

However,  suppose  that  on  analysis  the  following  facts  came  to  light: 

1.  A  has,  in  his  backlog  of  work,  a  job  that  will  lose  as  much  as  he 
makes  on  all  his  others,  so  that  his  overhead  for  the  next  few  months 
will  be  carried  from  his  working  capital  instead  of  from  job  profits. 
Assume  that  this  loss  of  working  capital  can  be  valued  at  about  $7,500. 

2.  Of  the  $20,000  of  retained  percentages  shown  as  a  current  asset 
for  A,  there  is  one  item  of  $10,000  tied  up  in  a  dispute  that  will  prob- 
ably not  be  settled  for  a  year. 

3.  The  unencumbered  real  estate  on  B's  balance  sheet  is  worth 
$30,000  and  the  bank  will  loan  $20,000  on  it  without  question. 
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SCHEDULE  6.1  /SUBCONTRACTOR  FINANCIAL  CONDITION 


Contractor  A 

Contractor  B 

Uncompleted  work  on  hand 

$100,000 

$100,000 

Balance  sheets 

Cash 

$     3,000 

$     5,000 

Progress  billings  currently  due 

6,000 

10,000 

Retained  percentages 

20,000 

5,000 

Inventory 

Materials,  supplies 

7,000 

4,000 

Equipment  parts 

4,000 

1,000 

Prepaid  expenses 

4,000 

3,000 

Total  current  assets 

$  44,000 

$  28,000 

Notes  payable 

$10,000 

$     9,000 

Trade  accounts  payable 

9,000 

7,000 

Payroll  taxes,  insurance,  etc. 

6,000 

3,000 

Equipment  installments 

6,500 

4,000 

Total  current  liabilities 

$  31,500 

$  23,000 

Net  working  capital 

$12,500 

$     5,000 

Equipment    (net) 

$50,000 

$  50,000 

Less:  Long-term  equipment  contracts 

(45,000) 

(45,000) 

Real  estate 

50,000 

10,000 

Less:  Long-term  loan 

(40,000) 
$  15,000 

— 

Other  Assets  (net) 

$  15,000 

Owner's  equity 

$  27,000 

$  20,000 

Such  facts  would  change  the  picture  completely.  Contractor  A's 
$12,500  net  working  capital  is  overstated  for  this  purpose  by  some 
$17,500,  leaving  him  with  a  negative  net  working  capital  ($12,500 
— $17,500  equals  a  minus  $5,000).  Contractor  B,  on  the  other  hand, 
has  a  hidden  resource  of  $20,000  so  that,  if  the  need  arose,  his  net 
working  capital  of  $5,000  could  be  increased  to  $25,000. 

Under  such  circumstances,  and  with  other  things  approximately 
equal,  it  would  probably  be  safer  financially  to  award  any  proposed 
work  to  B. 

A  third  factor  to  be  considered  in  selecting  a  subcontractor  is  the 
subcontractor's  reputation  for  maintaining  a  work  schedule.  Primarily, 
the  purpose  for  this  requirement  is  to  prevent  delay  on  the  jobs.  In 
addition,  however,  a  subcontractor  who  is  behind  in  his  work  is  also, 
as  a  rule,  behind  in  his  payment  of  bills,  thus  creating  a  lien  risk 
for  the  prime  contractor  that  can  be  avoided  by  careful  selection. 
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Negotiating  the  subcontract 

Usually,  subcontracts  are  negotiated  by  the  principals  or  by  the 
operating  or  engineering  personnel  of  the  prime  contractor  and  sub- 
contractors. Operating  men  and  engineers  are  certainly  capable 
enough  so  far  as  the  scope  of  the  work  and  the  prices  are  concerned. 
Too  often,  however,  they  are  inclined  to  brush  off  a  good  many  im- 
portant details  as  "fine  print."  This  attitude  they  will  justify  with  the 
sound  observation  that,  "if  a  man's  word  is  no  good,  neither  is  his 
contract."  Still,  disagreements  do  arise,  even  between  honest  men. 
Sometimes,  too,  a  contractor  may  think  he  is  dealing  with  an  honest 
man  when,  in  fact,  he  is  not.  When  things  go  wrong,  both  parties 
will  go  to  the  so-called  "fine  print."  When  the  point  at  issue  is 
covered  in  the  contract,  the  questions  are  usually  settled.  It  is  when 
there  has  been  no  coverage  of  a  point  in  the  contract  that  the  parties 
find  themselves  in  court. 

It  is  often  up  to  the  business  manager  or  controller  to  see  that 
the  final  contract  documents  are  complete  and  that  all  important  mat- 
ters have  been  covered.  Schedule  6.2  provides  a  list  of  questions  which 
should  prove  helpful  in  such  an  analysis. 


SCHEDULE  6.2/CHECKLIST   FOR  SUBCONTRACTS 

1.  Are  the  names  and  addresses  of  the  parties  correctly  stated? 

2.  Is  the  form  of  business  organization  of  each  party  correctly  stated?  For 
example:  "a  sole  proprietorship,"  or  "a  partnership  consisting  of  X  and  Y," 
or  "a  limited  partnership  of  which  X  and  Y  are  the  general  partners,"  or 
"a  California  corporation." 

3.  Are  all  important  terms  either  denned  or  used  in  such  a  way  that  their 
meaning  is  entirely  clear? 

4.  Is  the  work  to  be  done  described  completely  and  accurately?  If  copies 
of  documents,  plans,  drawings,  and  so  on  are  to  be  furnished,  are  they  actually 
incorporated  by  reference?  Who  is  to  pay  for  them? 

5.  Who  is  responsible  for  obtaining  and  submitting  shop  drawings? 

6.  Who  owns  the  plans,  drawings,   and  models  furnished? 

7.  If  samples  are  to  be  submitted,  to  whom  do  they  belong? 

8.  If  patented  processes  or  devices  are  to  be  used,  who  pays  the  royalty? 

9.  Does  the  subcontractor  pay  for  lights,  water,  power,  transportation,  and 
similar  facilities?  If  any  of  these  are  to  be  furnished  by  the  prime  contractor, 
will  he  bill  the  subcontractor,  and  if  so,  on  what  basis? 

10.  Who  is  responsible  for  lines,  grades,  and  surveys? 

11.  If  special  licenses  or  permits  are  required  for  the  subcontractor's  work, 
does  the  subcontractor  have  the  duty  of  seeing  that  these  are  obtained? 
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SCHEDULE   6.2/CHECKL1ST   FOR   SUBCONTRACTS    (Cont.) 

12.  To  what  extent  does  the  subcontractor  assume  the  responsibility  to 
protect  the  work,  the  public,  and  the  owners  of  adjacent  property  from  loss  or 
damage? 

13.  Has  the  subcontractor  agreed  to  the  same  standards  of  supervision  and 
inspection  as  those  imposed  on  the  prime  contractor?  To  whom  must  the 
work  be  satisfactory? 

14.  Has  the  subcontractor  agreed  to  the  same  provisions  regarding  change 
orders  as  those  in  the  prime  contract?  Are  there  satisfactory  provisions  for 
negotiating  the  price  of  the  changes?  Is  provision  made  for  the  subcon- 
tractor's claims  for  the  cost  of  excessive  delay  in  issuing  change  orders  or  for 
the  cost  of  complying  with  special  instructions  requiring  costs  beyond  those 
originally  contemplated? 

15.  Have  satisfactory  provisions  been  made  for  correcting  unsatisfactory 
work? 

16.  Are  satisfactory  provisions  made  for  delays  and  extensions  of  time? 

17.  Are  the  provisions  for  notice  to  the  subcontractor's  bonding  company 
of  change  orders,  time  extensions,  and  payment  of  funds  liberal  enough  to 
prevent  unintentional  release  of  the  surety? 

18.  Do  the  guarantee  provisions  of  the  subcontract  have  the  same  coverage 
as  those  in  the  prime  contract? 

19.  Does  the  subcontract  contain  the  same  provisions  as  the  prime  con- 
tract regarding  the  owner's  privilege  to  do  work  which  the  contractor  has 
done  unsatisfactorily,  and  does  the  prime  contract  have  a  similar  privilege 
with  respect  to  the  subcontractor's  work? 

20.  Does  the  prime  contractor  have  the  same  power  to  terminate  the  sub- 
contract as  the  owner  has  to  terminate  the  prime  contract? 

21.  When,  and  on  what  basis,  does  the  subcontractor  receive  progress  pay- 
ments? Is  there  any  relationship  between  the  owner's  payments  to  the  prime 
contractor  and  the  prime  contractor's  payments  to  the  subcontractor?  Would 
acceleration  of  the  subcontractor's  payments  release  his  bondsmen?  Is  he 
required  by  the  terms  of  the  contract  to  apply  such  payments  first  to  payment 
of  bills  incurred  in  connection  with  the  job?  Is  the  subcontractor  entitled  to 
require  that  progress  payments  be  made  even  though  some  of  his  accounts 
with  his  suppliers  are  delinquent? 

22.  When,  and  on  what  basis,  does  the  subcontractor  receive  his  retained 
percentage?  Must  he  wait  until  the  entire  job  is  completed  and  accepted? 
If  so,  would  payment  in  advance  release  his  bondsman? 

23.  To  what  extent  must  the  subcontractor  carry: 

a.  Workmen's  compensation  insurance 

b.  Public  liability  and  property  damage  insurance 

c.  Fire,   storm,   earthquake,   builder's   risk,   or  other  similar   types   of 
insurance? 

24.  Is  the  subcontractor  required  to  furnish  a  performance  and  payment 
bond?  If  so,  who  pays  for  it?  If  not,  is  there  adequate  protection  against  liens 
or  comparable  statutory  liabilities? 
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Individual 
Proprietorship 


Los  Angeles,  California 
19.... 


RELEASE 
KNOW  ALL  MEN  BY  THESE  PRESENTS,  that. 


of 

an  Individual,  for  valuable  consideration,  the  receipt  whereof  is  hereby 
acknowledged  does  for  himself  and  his  successors  in  interest  and  assigns, 
hereby  release  and  forever  discharge  the  Prime  Company,  a  California 
Corporation,  Prime  Contractor,  and  their  successors  and  assigns,  for  the 
construction  and  completion  of 

at 

from  all  actions,  debts,  accounts,  bonds,  covenants,  contracts,  agreements, 
damages,  claims,  and  demands  whatsoever,  in  law  or  equity,  which  have 
arisen  or  may  arise  out  of  or  by  reason  of,  or  which  are  based  on  that  certain 

contract  executed  on  the day  of 19 ... , 

by  and  between  the  said  Prime  Company  and  the  undersigned,  or  which 
have  arisen  from  or  by  reason  of  any  cause,  matter  or  thing  whatsoever. 

The  undersigned  further  releases  the  owner  and  the  owner's  property 
from  any  claim  of  any  kind  on  account  of  work  performed  or  materials 
furnished  in  connection  with  the  above  referred  to  contract,  or  in  connec- 
tion with  construction  on  above  referred  to  project. 

The  undersigned  further  warrants  that  he  has  paid  and  satisfied  all  claims 
for  labor  and  materials  used  by  him  for  or  in  connection  with  the  work 
under  the  said  contract.  The  undersigned  further  hereby  agrees  to  indem- 
nify and  hold  the  aforesaid  persons,  firms  and  corporations  free  and  harmless 
from  any  and  all  such  claims  and  any  and  all  expenses  including  attorney's 
fees,  which  may  be  incurred  in  contesting  or  adjusting  any  thereof. 

IN  WITNESS  WHEREOF,  the  said 

has  caused  these  presents  to  be  executed  the  day  and  year  first  above  written. 


Subscribed  and  sworn  to  before  me  this day  of 19 . . . 


Notary  Public  in  and  for  the  county  of 
. .  .  State  of 


Fig.  6.1      Release  form 

This  form  is  for  use  by  an  individual  proprietorship,  but  with 
slight  modifications  in  language  it  could  be  used  by  any  other 
form  of  business  organization,  such  as  partnership,  corporation, 
and  so  on. 
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SCHEDULE  6.2/CHECKLIST  FOR  SUBCONTRACTS  (Cont.) 

25.  Does  the  subcontractor  agree  to  hold  the  prime  contractor  harmless  for 
damages  caused  by  the  subcontractor's  operations,  and  vice  versa? 

26.  Is  the  prime  contractor's  duty  to  pay  the  final  payment  and  the  re- 
tained percentage  conditional  upon  his  receiving  a  release  of  liens  from  the 
subcontractor    (Fig.  6.1)  ? 

27.  Are  the  agreements  regarding  assignments  of  rights  and  delegations  of 
duties  under  the  subcontract  satisfactory? 

28.  Does  the  subcontractor  agree  in  general  terms  to  be  bound  by,  and  to 
bind  his  subcontractors  to,  all  applicable  terms  of  the  prime  contract? 

29.  Does  the  prime  contractor  reserve  the  right  to  approve  or  disapprove 
any  subcontracts  made  by  the  subcontractor  covering  the  work  on  this  job? 

30.  Does  the  subcontract  contain  the  same  provisions  regarding  arbitration 
as  the  prime  contract?  Should  it  contain  such  provisions? 

31.  Does  the  subcontract  state  in  so  many  words  that  there  are  no  outside 
understandings,  representations,  or  agreements? 

32.  Are  there  adequate  and  satisfactory  provisions  covering  cleanup  at  the 
job  site? 

33.  Who  pays  lawyers'  fees  and  legal  expenses  in  the  event  of  litigation 
caused  by  breach  on  the  part  of  either  party? 

34.  In  the  event  of  default  by  the  subcontractor,  does  the  prime  contractor, 
or  his  nominee,  have  the  right  to  take  over  and  use  for  the  purposes  of  com- 
pleting the  subcontractor's  work,  all  materials,  supplies,  equipment,  and 
facilities  which  the  subcontractor  has  on  the  job? 

35.  Does  the  subcontract  require  the  subcontractor  to  include  in  his  sub- 
contracts and  purchase  orders  language  permitting  the  prime  contractor  to 
take  them  over  for  purposes  of  completion  should  the  subcontractor  default? 

36.  If  either  the  prime  contractor  or  the  subcontractor  abandons  the 
project,  are  there  adequate  provisions  for  the  protection  of  the  other  party? 

37.  If,  through  action  of  one  party  in  legal  or  labor  matters,  or  for  other 
reasons  unrelated  to  the  other  party,  the  job  is  shut  down  to  the  detriment  of 
the  other  party,  are  there  satisfactory  arrangements  for  dealing  with  losses 
thus  caused? 


In  all  cases,  the  prime  contractor  ought  to  assure  himself  that  the 
subcontractor  fully  understands  the  provisions  of  his  subcontract, 
and  be  sure  that  he  is  able  to  establish  that  the  subcontractor's  un- 
derstanding is  complete.  The  temptation  is  strong  to  slide  rather 
gently  over  touchy  points  in  the  hope  that  they  may  not  arise  or,  if 
they  do,  that  they  can  be  ironed  out.  The  prime  contractor's  repre- 
sentative needs  to  remember  that  contract  documents  are  usually 
strictly  construed  against  the  party  that  prepares  them.  If  feasible,  the 
subcontractor  should  be  given  a  copy  of  the  general  conditions  at  the 
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time  he  makes  his  take-off  from  the  plans.  Then  when  the  contract  is 
being  negotiated,  these  general  conditions  should  be  reviewed  to 
assure  complete  understanding. 

The  form  and  content  of  the  subcontract  document  will  vary  as 
widely  as  the  work  to  be  covered.  The  checklist  of  37  points  given 
in  Schedule  6.2  indicates  some  of  the  issues  to  be  covered,  but  no  uni- 
versally accepted  form  could  be  drawn  because  of  the  wide  variation 
in  actual  circumstances.  If  a  prime  contractor  is  preparing  a  form,  it 
should  be  reviewed  by  his  attorney  before  being  used.  The  standard 
subcontract  forms  sold  by  stationers  are  rarely  complete,  applicable, 
or  entirely  satisfactory.  The  most  satisfactory  procedure  is  for  each 
prime  contractor  to  have  his  own  subcontract  forms  prepared  to 
fit  his  subcontracting  policies.  Each  subcontractor,  in  turn,  should 
have  in  mind  (or  better  yet,  on  paper)  the  basic  terms  to  which  he 
will  agree,  and  then  place  a  value  in  money  on  any  important  devia- 
tion from  those  terms. 

It  is  generally  good  policy  to  have  the  subcontract  document  signed 
before  work  commences.  If  that  is  not  practical,  then  the  subcontractor 
is  entitled  to  a  "letter  of  intent"  or  a  "notice  to  proceed"  signed  by 
the  prime  contractor  or  someone  authorized  to  act  for  him. 

From  the  prime  contractor's  point  of  view,  particular  care  should  be 
taken  to  see  that  the  contract  is  signed  by,  or  on  behalf  of,  the  per- 
son or  company  to  which  the  prime  contractor  is  looking  for  per- 
formance. It  is  fairly  common  for  a  manufacturer  of  national  reputa- 
tion and  unquestioned  credit  to  appear  as  a  bidder  and  then  return 
the  subcontract  signed  by  some  local  distributor  whose  capacity  is  so 
limited  as  to  invite  suspicion.  In  such  circumstances,  the  prime  con- 
tractor should  either  insist  on  the  guarantee  of  the  manufacturer  or, 
as  a  minimum  procedure,  require  a  performance  and  payment  bond. 

It  is  customary  for  subcontracts  to  incorporate,  by  reference,  the 
plans,  specifications,  drawings,  addenda,  and  so  on  mentioned  in  the 
prime  contract.  Such  comprehensive  reference  ensures  that  the  subcon- 
tract is  complete  and  covers  all  the  requirements  contained  in  docu- 
ments that  may  not  have  been  made  available  to  the  subcontractor. 
Therefore,  if  a  subcontractor  is  to  be  held  responsible  for  knowing 
the  contents  of  all  the  plans,  specifications,  drawings,  addenda,  and 
other  documents,  he  should  be  careful  to  see  that  he  has  studied 
them  for  all  matters  that  might  affect  his  work.  It  is  equally  im- 
portant that  the  prime  contractor  be  very  sure  he  is  able  to  establish 
that  they  were  available  to  the  subcontractor  for  such  study. 

Once  the  subcontract  is  awarded,  it  is  up  to  the  prime  contractor 
to  see  to  it  that  proper  notice  is  given  to  the  subcontractor  and  to 
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appropriate  members  of  the  prime  contractor's  organization.  When  a 
prime  contractor  uses  the  same  subcontractors  regularly,  many  of  the 
foregoing  details  can  be  eliminated,  especially  those  associated  with 
giving  notice.  However,  it  is  easy  to  let  long  association  lead  to  un- 
businesslike practices.  To  avoid  such  a  situation,  even  the  smallest 
operators  might  well  review  their  practices  in  the  light  of  the  sug- 
gestions of  this  chapter.  Mere  smallness  does  not  necessarily  justify 
failure  to  take  reasonable  and  businesslike  precautions  in  dealings 
between  prime  contractors  and  subcontractors,  nor  does  it  justify  a 
blind  reliance  by  the  subcontractor  on  the  forms  and  procedures  of 
the  prime  contractor. 

Payments  to  subcontractors 

It  is  customary  for  the  subcontract  to  call  for  progress  payments  to 
be  made  to  subcontractors  as  soon  as  the  prime  contractor  receives 
payment  for  the  work,  and  in  the  same  proportion.  The  subcontrac- 
tor's partial  payment  estimate  (Fig.  6.2)  is  a  useful  form,  for  inclusion 
in  payment  vouchers,  that  summarizes  the  payment  position  of  each 
subcontractor. 

Payment  to  the  subcontractor  only  after  the  prime  contractor  has 
been  paid  has  the  disadvantage  to  the  subcontractor  of  requiring  him 
to  wait  until  the  whole  job  is  completed  before  receiving  his  retention. 
If  the  subcontractor  wants  to  collect  his  retention  before  final  comple- 
tion and  acceptance,  he  should  see  that  his  right  to  payment  at  an 
earlier  date  is  spelled  out  in  the  subcontract. 

Often  the  prime  contractor's  field  engineer  will  try  to  pay  subcon- 
tractors less  than  the  amounts  requested  and  received  by  the  prime 
contractor  from  the  owner  for  the  subcontractors'  work.  If  the  sub- 
contractor has  been  alert  at  the  time  of  negotiation,  the  subcontract 
itself  will  require  that  payments  to  the  subcontractor  be  based  on  the 
same  percentage  of  completion  as  that  agreed  upon  by  the  prime 
contractor  and  the  owner. 

For  the  prime  contractor  to  attempt  to  underpay  the  subcontractor 
may  be  shortsighted.  It  is  true,  of  course,  that  if  subcontractors  are 
consistently  underpaid  there  will  be  a  greater  margin  of  safety  in 
case  of  default.  On  the  other  hand,  a  policy  of  underpaying  sub- 
contractors could  bring  about  defaults  that  otherwise  might  be 
avoided.  Also,  this  practice  sometimes  misleads  the  prime  contractor 
in  his  cash  forecasting.  Certainly  such  a  policy  cannot  have  a  healthy 
effect  on  future  bids  received  from  the  subcontractors  affected.  If  a 
prime  contractor  is  going  to  unbalance  a  payment  request,  it  is  better, 
if  possible,  to  avoid  doing  it  with  subcontracted  work  items. 
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FORM  74  — 5M  —  3-06   CPCO 

SUB -CONTRACT 
JOB  NAME 
JOB  NO. 

Date 
PARTIAL  PAYMENT  ESTIMATE  NO. 

FOR  PERIOD  FROM 
SUB-CONTRACTOR 
DESCRIPTION  OF  WORK 

19                                         TO                                   19 
SUB-CONTRACT  NO. 

ACCOUNT  NO. 

ORIGINAL,                     CHANGE 

CONTRACT                     ORDERS 

PRICE                        TO   DATE 

NET                                                                    VALUE  OF  WORK 
CONTRACT              %  COMPLETED            COMPLETED 
PRICE                         TO   DATE                        TO  DATE 

$                                         $ 

$                                                                 %         $ 

C.  O.  NO.                         DATE 

CHANGE  ORDER  RECORD 

INCREASE                 DECREASE 

$                                    $ 
$                                    $ 

$                                    $ 
$                                    $ 

$                                  $                                       $ 

PARTIAL   PAYMENT    RECORD 
1                                                                                                   PREVIOUS             THIS  PERIOD                 TO   DATE 
TOTAL  AMOUNT  ESTIMATED                 $                                       $                                       $ 
RETAINED  AMOUNT   (           %)                    $                                       $                                      $ 
NET  PAYMENT  DUE                                      $                                       $                                      $ 
ESTIMATE  PREPARED  BY                                                                APPROVED  BY 

APPROVED  FOR  PAYMENT  BY 

Fig.  6.2     Summary  of  subcontractor's  partial  payment  estimate 

This  form  is  designed  for  separate  computation  of  percentage 
of  completion  on  change  orders.  If  this  procedure  is  not  followed, 
changes  can  be  lumped  into  one  amount  or  the  work  items  can 
be  adjusted  to  take  the  changes  into  account. 
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The  subcontract  should  provide  that  when  the  retained  percentage  is 
paid,  a  "release"  (Fig.  6.1)  will  be  given  by  the  subcontractor.  When 
final  payment  is  made  to  a  bonded  subcontractor,  the  prime  contractor 
should  notify  the  subcontractor's  bonding  company,  and  similar  notice 
should  be  sent  by  the  subcontractor  when  the  payment  is  received. 

Breach  of  a  subcontract 

Breach  of  contract  is  a  legal  matter  and  should  be  taken  up  im- 
mediately with  the  company's  attorney.  In  fact,  if  a  breach  appears 
possible  or  probable,  the  attorney  should  be  consulted  beforehand. 
If  the  breach  involves  a  stoppage  of  work  by  the  subcontractor,  re- 
gardless of  who  may  be  guilty  of  the  breach,  the  following  steps  should 
immediately  be  taken  by  both  parties. 

1.  Complete  and  detailed  progress  photographs  should  be  taken  by 
an  independent  professional  photographer,  preferably  one  familiar 
with  construction  and  with  the  use  of  photographs  as  evidence  in 
court.  The  photographer  and  the  attorney  should  work  together 
closely  on  this  project,  and  it  is  desirable  that  the  attorney  be  present 
while  the  photographs  are  being  taken. 

2.  Both  the  contractor  and  the  subcontractor  should  prepare  a 
complete  and  detailed  inventory  of  the  materials,  supplies,  and  equip- 
ment that  the  subcontractor  has  on  the  job. 

3.  Both  the  contractor  and  the  subcontractor  should  make  careful 
and  detailed  engineering  estimates  and  measurements  of  those  parts 
of  the  subcontractor's  work  that  remain  to  be  done.  Since  questions  of 
faulty  materials  and  workmanship  are  almost  certain  to  arise,  the 
work  that  may  be  questioned  should  be  inspected  with  extreme  care 
and  detailed  notes  made  of  its  exact  extent  and  condition.  If  some 
independent  expert  can  make  the  examination  and  render  the  re- 
port, so  much  the  better. 

4.  If  the  terms  of  the  subcontract  require  arbitration  of  disputes, 
and  if  there  is  no  way  to  avoid  the  requirement,  it  is  a  good  idea  for 
the  individual  contractor  to  analyze  his  position  carefully  to  see 
where  his  best  interests  lie.  If  his  legal  position  is  strong,  he  should 
seek  an  arbitration  board  of  lawyers,  but  if,  on  the  other  hand,  his 
legal  position  is  weak  and  his  case  depends  on  the  equities  of  the  con- 
struction facts,  he  should  try  to  have  construction  men  on  the  panel. 
Because  the  combination  of  legal  and  construction  knowledge  is 
rare,  it  is  often  true  in  practice  that  arbitration  in  the  construction 
industry  is  unsatisfactory.  Usually  the  interests  of  the  prime  contractor 
do  not  lend  themselves  to  arbitration  whereas  the  interests  of  the 
subcontractor  often  do. 
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When  the  subcontract  is  breached  by  failure  of  the  prime  contrac- 
tor to  pay  amounts  due  under  the  subcontract,  the  subcontractor 
needs  to  move  promptly  to  protect  his  rights.  If  the  owner  is  a  private 
individual  or  business  firm,  the  remedy  lies  with  the  state  lien  laws. 
If  the  job  is  being  done  for  a  state  or  local  government  body,  the 
remedy  is  usually  a  "stop  notice"  under  the  state  bond  laws,  followed 
by  a  timely  suit  to  enforce  the  claim.  If  the  job  is  being  done  for  the 
federal  government,  the  remedy  is  under  the  Miller  Act — the  Federal 
Bond  Act  of  1935. 

Lien  laws  and  bond  acts  are  for  the  protection  of  contractors,  work- 
men, materials  suppliers,  and  others  who  contribute  directly  to  the 
work  on  a  construction  job.  These  laws  are  highly  technical  in  their 
application,  and,  generally  speaking,  they  are  strictly  interpreted. 
Therefore,  as  soon  as  any  payment,  and  particularly  a  final  payment 
or  retention,  becomes  delinquent,  the  contractor  should  consult  his 
attorney  at  once,  so  that  there  will  be  time  to  act  before  the  relatively 
short  limitation  periods  run  out.  One  other  fact  must  be  mentioned. 
In  a  dispute  on  a  construction  contract  there  is  no  substitute  for  a 
complete,  well-kept  job  diary,  maintained  by  the  person  responsible 
for  the  work,  and  written  in  his  own  handwriting.  All  project  man- 
agers, superintendents,  and  job  engineers  should  be  required  to  main- 
tain such  a  record  daily. 

Prime  contractors  frequently  require  that  subcontractors  furnish  a 
performance  and  payment  bond,  and  there  is  a  tendency  to  feel  that 
such  a  bond  constitutes  full  protection  against  default  by  the  bonded 
subcontractor.  However,  this  view  is  only  partially  true.  If  the  sub- 
contractor goes  bankrupt  or  makes  an  assignment  for  benefit  of 
creditors,  the  bonding  company  will  normally  pay  the  loss  (though 
usually  not  the  attorney's  fees)  without  much  question.  If,  on  the 
other  hand,  the  subcontractor  merely  abandons  the  job  and  fails  to 
pay  his  suppliers,  it  is  the  prime  contractor  who  must  complete  the 
job  and  pay  the  bills  or  suffer  the  consequences.  If  the  prime  con- 
tractor sues  and  obtains  judgment  against  the  subcontractor,  the  bond- 
ing company  will  reimburse  the  costs  up  to  the  limits  of  its  liability, 
but  the  bonding  company  will  not  act  before  the  subcontractor's  legal 
liability  is  established  lest  it  lose  its  right  to  be  reimbursed  by  the 
subcontractor.  This  restraint  can  put  the  prime  contractor  to  the 
trouble  and  expense  of  a  lengthy  lawsuit  in  addition  to  the  trouble 
and  expense  that  are  the  normal  result  of  a  default.  Often  it  is  better 
for  the  prime  contractor,  under  such  circumstances,  to  accept  a  sub- 
stantial loss  and  settle,  rather  than  to  pursue  either  arbitration  or 
litigation. 
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Change  Order  Routines 


Most  construction  contracts  make  provision  for  changes  in  plans, 
specifications,  amount  of  work  to  be  done,  completion  time,  and  total 
amount  to  be  paid.  Legally  (barring  provisions  to  the  contrary  in 
the  contract)  there  is  no  reason  why  such  changes  may  not  be  made 
on  oral  instructions  to  the  contractor.  From  a  practical  viewpoint, 
oral  change  orders  are  an  open  invitation  to  disputes  and  often  to 
litigation.  Ordinarily,  an  experienced  contractor  will  refuse  either  to 
give  or  accept  such  oral  instructions. 

Change  orders  create  both  problems  and  opportunities  for  the  con- 
tractor. When  there  are  too  many  of  them,  they  slow  down  the  job 
and  increase  the  unit  costs.  Also,  when  change  orders  cause  delay  in 
completing  the  job  it  is  necessary  to  obtain  time  extensions  in  order 
to  prevent  assessment  of  liquidated  damages.  On  the  other  hand,  they 
offer  opportunities  to  negotiate  changes  in  the  contract  price  which 
can  prove  quite  profitable.  The  best  way  to  take  advantage  of  the 
opportunities  and  avoid  as  many  of  the  problems  as  possible  is  to 
develop  a  routine  for  handling  changes. 

Changes  in  the   prime  contract 

When  the  owner's  representative  notifies  the  prime  contractor  that 
a  change  is  to  be  made,  the  prime  contractor  should  stop  as  much  as 
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possible  of  the  work  that  would  have  to  be  torn  out  or  changed  if 
the  order  were  actually  issued.  He  should  also  notify  his  subcontrac- 
tors to  take  the  same  steps.  The  procedure  may  be  reduced  to  routine 
by  a  "notice  of  pending  change  order"    (Fig.  7.1). 

Under  ideal  circumstances,  all  the  necessary  plans  and  drawings 
would  be  available  for  immediate  preparation  of  a  change  estimate 


ECKS  &  WYE                                  No.  123 
General  Contractors 

NOTICE  OF  PENDING  CHANGE  ORDER 

We  have  been  notified  by  the  owner's  representative  on  the  above- 
described  job  that  the  following  change(s)  are  to  be  ordered: 

Location  of  change (s) 

Nature  of  change (s) 

To  the  extent  reasonably  possible,  you  are  requested  to  avoid  perform- 
ing work  that  will  be  affected  by  such  change  (s). 

Fig.  7.1      Notice  of  pending  change  order 

and  negotiation  of  the  change  order.  It  is  often  necessary,  however,  to 
delay  the  entire  change  until  the  necessary  drawings  and  specifications 
are  ready  or  to  go  ahead  with  the  work  under  a  "notice  to  proceed" 
and  leave  negotiations  of  the  formal  change  until  later. 

When  the  notice  to  proceed  is  used,  it  is  better,  in  any  event,  to  go 
ahead  with  the  normal  routine  of  preparing  a  change  order  (Fig.  7.2) 
signed  by  both  parties.  However,  if  work  on  the  change  starts  before 
the  formal  change  order  is  issued,  a  work  order  (Fig.  7.3)  should  be 
prepared. 
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CHANGE  ORDER 

Date 

To 

Sirs: 

Please  make  the  following  changes  in  the  contract  between 

(owner's  name) 

and  yourselves  dated and 

more  particularly  described  as 


Description  of  change 


Additions  Deductions 


Signed: Title 

We  hereby  accept  the  foregoing  changes  and  ratify  all  parts  of  the 

subject  contract  as  amended  thereby. 

Signed: Title 


Fig.  7.2     Change  order 

This  form  is  prepared  in  quadruplicate  on  8i/2  X  11  in.  paper. 
The  original  is  accepted  and  returned  to  the  owner  by  the  con- 
tractor. The  first  copy  is  retained  by  the  contractor.  The  second 
copy  is  sent  to  the  job  office.  The  third  copy  is  sent  to  the 
architect. 


As  soon  as  notice  of  a  pending  change  order  is  received,  a  change 
estimate  number  should  be  assigned  and  a  change  estimate  file  (Fig. 
7.4)  should  be  set  up.  In  this  file  are  placed  all  working  papers  and 
other  data  supporting  the  change  estimate  (Fig.  7.5).  Before  negotia- 
tion of  the  change  order  is  completed,  the  estimate  may  be  revised  one 
or  more  times. 
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WO  Date 

WO  No 
ORDER 

WORK 
Tob  No Description .  . 

Location 

Description  of  work  —  Give  full  details 
Charge  this  work  order  for  all  labor,  materials,  equipment  rentals,  and 
other  direct  costs  incurred  in  performing  the  work  described  below: 

Work  to  be  done  for 

Title 

Fig.  7.3     Work  order 

This  form  is  prepared  in  quadruplicate  on  5%  x  11  in.  paper. 
The  distribution  is:  original  to  the  person  or  firm  that  is  'to  do 
the  work;  first  copy  to  the  person  ordering  the  work;  second  copy 
to  the  job  office;  and  third  copy  to  the  architect.  This  same  form 
may  be  used  to  cover  extra  work  requested  by  the  prime  con- 
tractor from  the  subcontractor  or  vice  versa,  as  well  as  to  compile 
costs  on  a  pending  change  order. 


When  the  change  order  affecting  the  contract  price  is  issued,  the  job 
estimate  should  be  adjusted  accordingly.  As  a  practical  matter,  this 
is  rarely  done  more  than  once  each  week  or,  more  commonly,  once  or 
twice  a  month.  There  are  two  ways  in  which  changes  affecting  the 
price  may  be  reflected.  First,  they  may  be  treated  separately,  as  if 
each  were  a  separate  work  item.  Second,  they  may  be  reflected  by  a 
direct  adjustment  of  the  work  items.  When  the  changes  are  few,  it 
makes  little  difference  which  method  is  used.  When  they  are  numer- 
ous, it  may  be  necessary  either  to  incorporate  them  into  the  related 
work  items  or  to  lump  them  together  into  "additive  changes,"  "de- 
ductive changes,"  and  "changes  not  affecting  initial  work  items." 
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CHANGE  ESTIMATE  FOLDER 


Change 
estimate  No. 
Description 
of  changes.  . 


Job 
.name Contract  No. 


Estimate  Requested 

made  by Date by 

Date  of  Date  Amount 

request quoted quoted 

Date  change  Amount  of 

order  issued change  order 

Date  job  Date  purchasing 

advised department  advised 


Record  of  subcontract  and  purchase  order  changes  made  necessary 
by  this  change: 

Vendor  or 
subcontractor 

Amount 

P.O. 

Subcontract 

Work 
order 

Add 

Deduct 

No. 

Date 

No. 

Date 

Instructions: 

When  a  change  estimate  is  requested,  all  supporting  data  will  be 
compiled  in  this  folder  until  the  estimate  is  submitted.  At  that  time 
the  file  will  be  sent  to  the  purchasing  department.  When  written  in- 
structions to  proceed  are  received  the  necessary  changes  in  the  purchase 
orders  and  subcontracts  will  be  made  and  the  file  sent  to  accounting. 


Fig.  7.4     Change  estimate  folder 

This  8Y2  X  11  in.  tagboard  folder  is  used  to  accumulate  all  the 
documents  supporting  a  change  estimate.  If  the  job  is  large 
enough  to  require  a  job  engineer  the  estimate  is  usually  prepared 
on  the  job.  Otherwise,  it  is  prepared  in  the  contractor's  office. 
The  use  of  such  a  folder  will  generally  not  be  justified  on  very 
small  jobs,  but  in  this  event  some  record  must  be  kept  to  ensure 
that  subcontractors  are   notified  of  any  changes  in   their  work. 
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Fig.  7.5     Change  estimate 

Change  order  estimates  are  often  required  when  the  cost  of  the 
change  is  an  important  factor  in  deciding  whether  the  change  is 
to  be  made. 


Of  course  when  the  contract  provides,  as  some  do,  for  separate  bill- 
ing of  each  change  order,  then  the  overhead  included  in  the  price 
should  be  sufficient  to  cover  the  extra  cost  of  separate  billing.  Change 
order  overhead  is  a  very  touchy  subject,  because  most  owners  and  their 
representatives  are  likely  to  feel  that  any  overhead  charge  on  a  change 
order  is  excessive.  From  the  contractor's  viewpoint,  overhead  is  a  very 
real  cost  in  change  orders,  and  its  addition  should  be  vigorously  de- 
fended. 

When  a  change  order  is  issued  there  are  several  ways  in  which  it 
can  affect  job  accounting: 

1.  If  the  amount  budgeted  for  each  work  item  is  adjusted  to  re- 
flect change  orders,  then  the  total  contract  price  and  percentage  of 
completion,  by  work  items  and  in  the  total,  will  be  changed.  This 
change  must  be  carefully  noted. 

2.  If,  in  computing  the  amounts  of  progress  payments,  the  contract 
requires  that  change  orders  must  be  accounted  for  as  if  they  were 
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separate  work  items,  there  is  a  problem  of  segregating  costs.  For 
example,  if  a  change  order  merely  increased  the  number  of  cubic 
yards  of  earth  to  be  removed  from  a  particular  excavation,  or  in- 
creased the  number  of  times  a  certain  concrete  form  could  be  used, 
it  would  be  necessary  for  the  job  accountant  to  segregate  the  costs 
applicable  to  the  principal  work  item  from  those  applicable  to  the 
change  order. 

3.  Some  change  orders  would  not  affect  the  contract  price  and 
others  would  not  affect  any  existing  work  item.  The  former  would 
have  no  effect  on  accounting,  and  the  latter  would  add  another  page 
to  the  cost  ledger,  regardless  of  whether  the  procedure  in  use  calls 
for  the  adjustment  of  the  budgeted  amount  for  existing  work  items. 

Changes  in  subcontracts  and   purchase  orders 

Prime  contractors,  and  subcontractors  who  have  sublet  a  portion  of 
their  subcontracts,  are  constantly  facing  the  problem  of  determining 
to  what  extent,  if  any,  a  change  in  their  work  will  affect  their  sub- 
contractors. Usually  this  determination  is  made  when  the  original 
change  estimate  is  prepared,  but  there  still  remains  the  job  of  fol- 
lowing through  and  issuing  change  orders  to  the  subcontractors.  The 
rulings  on  the  face  of  the  change  estimate  folder  (Fig.  7.4)  are  de- 
signed to  give  a  measure  of  control. 

The  same  follow-up  needs  to  be  carried  out  for  materials  purchase 
orders  as  well  as  for  subcontracts.  It  is  a  good  idea,  whenever  prac- 
tical, to  put  copies  of  the  subcontract  change  orders  and  the  changes 
on  purchase  orders  in  the  change  estimate  folder.  When  it  is  not  prac- 
tical, it  is  necessary  to  have  some  cross  reference  to  the  change  order 
and  purchase  order  files. 

Once  a  proposed  change  order  has  been  either  abandoned  or 
definitely  ordered,  a  "disposition  of  pending  change  order"  form  (Fig. 
7.6)  should  be  given  to  the  subcontractors.  A  similar  form  adapted  to 
fit  purchase  orders  should  be  used  to  make  changes  in  purchase  orders. 

When  a  change  is  actually  ordered,  a  change  order  form  (Fig.  7.2) 
may  be  employed.  If  there  is  any  question  at  all  regarding  the  sub- 
contractor's willingness  to  accept  the  change,  it  would  be  desirable 
to  send  notice  by  registered  or  certified  mail.  The  change  order  forms, 
when  prepared  and  submitted,  should  be  accompanied  by  a  trans- 
mittal letter,  stating  exactly  how  and  by  whom  the  change  order  is  to 
be  signed  and  the  date  it  is  to  be  returned.  A  follow-up  file  should 
be  kept,  to  make  certain  that  all  change  orders  are  signed  and  re- 
turned. 

When  the  contracts  and  the  bond  forms  are  correctly  drawn,  there 
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ECKS  &  WYE 
General  Contractors 

DISPOSITION  OF  PENDING  CHANGE  ORDER 


Contract  No Date 

Job  description 

Please  refer  to  our  "Notice  of  Pending  Change  Order  No ," 

dated ,  issued  in  connection  with  the  above- 
described  job. 

The  proposed  change  has  been: 

□  Abandoned 

□  Ordered  in  the  form  originally  described 

□  Ordered  in  an  amended  form,  see  attached. 

Will  you  please  proceed  as  follows: 

□  Continue  under  present  plans  and  specifications 

□  Proceed  at  once  with  change.  Formal  change  order  is  being 

prepared 
D   Do  not  proceed  with  change  pending  issuance  of  formal  change 
order. 

Signed 


Fig.  7.6     Disposition  of  pending  change  order 


should  be  no  need  for  notice  to  the  subcontractor's  bonding  com- 
pany of  any  ordinary  changes.  Whether  such  notice  is  actually  neces- 
sary is  a  decision  that  should  be  made  by  the  contractor's  attorney, 
and  his  written  opinion  on  the  point  should  be  on  file.  If  notice  is 
necessary,  it  should  be  given  by  registered  mail  in  a  form  approved 
by  legal  counsel.  Failure  to  give  notice  when  required  could  operate 
to  discharge  the  surety. 


Payments  on  change  orders 

Ordinarily,  payment  for  work  done  under  a  change  order  will  not 
be  made  until  the  change  order  is  signed  and  returned  by  the  con- 
tractor. It  is  usually  the  most  businesslike  procedure  for  the  prime 
contractor  to  deal  in  the  same  way  with  subcontractors.  When  plans 
are  available  for  prompt  submission  of  change  estimates  and  issuance 
of  change  orders,  this  procedure  will  create  no  undue  hardship.  How- 
ever, unreasonable  delay  in  issuing  change  orders  coupled  with  the 
withholding  of  payment  can  cause  trouble  in  several  ways. 
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First,  the  job  could  be  delayed  because  a  contractor  or  subcontractor 
may  justifiably  refuse  to  proceed  with  work  until  he  knows  how  much 
he  is  to  be  paid  for  doing  it.  Second,  friction  and  dissension  could  (and 
usually  does)  arise  on  the  job.  Third,  a  liability  for  damages  might 
result.  Fourth,  if  a  subcontractor  is  in  financial  difficulties  it  might 
make  him  insolvent,  thus  creating  the  problems  and  expenses  that  re- 
sult from  a  subcontractor  default. 

If  the  issuance  of  change  orders  is  being  unduly  delayed  it  is  a 
matter  of  concern  to  prime  contractor  and  subcontractor  alike,  and 
there  should  be  complete  cooperation  in  locating  and  curing  the 
causes  of  such  delays.  If  they  result  from  deliberate  attempts  to  delay 
making  payment,  the  party  whose  payments  are  being  withheld 
should  review  his  contract  to  see  if  he  may  not  properly  decline  tc 
start  work  on  the  change  until  change  orders  are  issued. 

If  the  contractor  is  required  to  start  work  before  the  changes  are 
formally  ordered,  as  frequently  occurs  with  U.S.  government  con- 
tracts, the  contractor  should  price  his  estimates  so  as  to  compensate 
him  for  the  waiting  time.  Whether  prime  contractor  or  subcontrac- 
tor, the  more  vigorously  he  demands  compensation  for  waiting,  the 
more  contracting  authorities  will  try  to  eliminate  delay. 

Often,  the  contracting  authority  (and  here  again  the  government 
is  among  the  principal  offenders)  will  deliberately  refuse  to  issue  a 
change  order  until  the  changed  work  is  completed,  and  then  will  seek 
to  negotiate  the  price  so  as  to  pay  only  for  direct  labor  and  direct  ma- 
terial, and  insist  that  no  additional  overhead  has  been  incurred.  If 
contracting  authority  follows  such  tactics  as  a  matter  of  policy,  the 
best  practice  is  to  try  to  provide  a  cushion  for  it  in  the  bid.  The  next 
best  procedure  is  to  try  to  negotiate  an  acceptable  formula  for  pric- 
ing change  orders  at  the  start  of  the  job.  With  nongovernmental 
clients,  it  is  usually  possible  and  desirable  to  write  the  formula  into 
the  contract. 

If  the  price  of  a  change  is  to  be  negotiated  after  completion  of  the 
work,  the  only  safe  way  to  account  for  the  costs  is  to  set  up  a  work 
order  (Fig.  7.3)  and  to  charge  it  with  all  costs  incurred  as  if  it  were 
a  separate  work  item.  When  this  procedure  is  followed,  extraordinary 
care  must  be  taken  to  see  that  the  work  order  is  charged  with  all  the 
costs.  If  arbitrary  segregations  cannot  be  avoided,  it  is  better  to  err 
on  the  side  of  overcharging  the  work  order  than  it  is  to  under- 
charge it. 

In  selecting  a  base  to  which  an  overhead  rate  is  to  be  applied,  the 
best  choice  is  usually  "total  direct  cost."  Many  cost  auditors  and  own- 
er's representatives,  mindful  of  the  questions  they  will  be  called  upon 
to  answer,  are  more  concerned  with  the  size  of  the  overhead  rate  than 
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ESS. 

CHANGE  ORDER  RECORD 

I..O.KO. 

s& 

■»£■ 

VENDOR 

REASON 

""c^S." 

S."' 

£3. 

£?. 

RIMARKI 

Fig.  7.7     Job  change  order  control  sheet 


with  the  base  to  which  it  is  applied.  They  are  usually  quite  willing  to 
see  the  contractor  adequately  reimbursed  for  his  overhead  costs,  but 
they  need  a  percentage  rate  that  seems  small  so  that  it  can  be  more 
easily  justified.  Total  direct  cost  includes  materials,  equipment 
rentals,  and  subcontracts  as  well  as  direct  labor;  and  from  a  strictly 
technical  point  of  view  it  is  probably  the  most  accurate  base  against 
which  to  apply  an  over-all  overhead  rate.  In  addition,  it  has  the  ad- 
vantage, when  accounting  for  change  order  costs,  of  being  the  broadest 
base. 

When  there  are  numerous  change  orders,  there  is  often  a  need  to 
summarize  them  in  one  place  and  on  a  single  schedule.  A  job  change 
order  control  sheet  (Fig.  7.7)  is  useful  for  this  purpose.  The  manner 
in  which  the  sheet  is  used  is  apparent  from  the  column  headings. 
Usually  such  a  sheet  is  kept  by  the  job  engineer,  or  by  the  job  office 
engineer  on  larger  jobs. 

In  negotiating  price  adjustments  for  delays  resulting  from  an  exces- 
sive number  of  change  orders,  it  is  sometimes  useful  to  have  a  set  ol 
plans  marked  with  each  point  in  the  work  that  is  affected  by  a  change 
order. 
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Accounting  for  Labor 


Basic  hiring  forms  and   procedures 

Before  an  employee  is  hired,  someone  has  to  decide  that  his  serv- 
ices are  needed.  Just  how  much  paper  work  is  required  to  start  the 
new  man  working  depends  on  such  things  as  the  size  of  the  contrac- 
tor's organization,  the  nature  of  the  construction  project,  the  nature 
of  the  particular  job  the  man  is  to  do,  the  requirements  of  the  tax 
and  labor  laws,  and  the  extent  to  which  employment  is  subject  to 
labor  union  rules  and  union  contracts. 

In  a  small  organization  there  would  be  few  formalities,  and  the  con- 
tractor himself  would  probably  do  the  hiring.  In  a  very  large  opera- 
tion the  superintendent  would  issue  a  manpower  requisition  (Fig. 
8.1)  which  would  be  initialed  by  the  project  manager  and  sent  to  the 
personnel  department  to  authorize  hiring  the  number  and  classifica- 
tion of  men  needed. 

Regardless  of  the  size  of  the  organization,  most  of  the  people  hired 
will  come  from  substantially  the  same  sources  and  will  be  recruited 
by  one  of  the  following  methods: 

1.  Employment  of  foremen  who  bring  their  own  crews 

2.  Calling  men  who  have  worked  for  the  contractor  before  on  other 
jobs  or  are  otherwise  known  to  the  contractor 
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ECKS  &  WYE  CO.  No. 

General  Contractors 

Manpower  Requisition  Date 


To:  Personnel  Dept. 

Please  provide  the  following  personnel  for . 


(Name  of  Job) 


Number  Date 

Needed  Classification  Needed 


Signed 

Tide 

OK  to  hire Project  Mgr. 


Fig.  8.1     Manpower  requisition 

The  original  is  sent  from  the  project  manager  to  the  personnel 
department.  The  duplicate  remains  in  the  superintendent's 
book. 


3.  Calling  applicants  from  applications  in  the  files 

4.  Employing  applicants  who  happen  to  come  in  at  the  time  of 
hiring 

5.  Calling  employment  agencies 

6.  Calling  the  union  hiring  hall  for  unionized  classifications 

7.  Advertising  in  newspapers  and  trade  journals. 

The  information  to  be  obtained  from  a  new  employee  varies  with 
the  type  of  employee,  the  tax  laws,  and  the  needs  of  the  employer. 
Schedule  8.1  presents  a  list  of  forms  used  in  the  hiring  process.  Some 
of  them  are  required;  some  of  them  may  or  may  not  be  required; 
and  some  of  them  are  entirely  optional. 

Most  small  contractors  limit  their  hiring  procedures  to  entering 
an  employee's  name,  address,  social  security  number,  and  dependency 
credits  on  a  W-4  form.  But  as  the  size  and  complexity  of  the  contrac- 
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Always  required 

Form  W-4 — employee's  withholding  exemption  certificate  (Fig.  8.2).  A 
combined  Form  W-4  and  data  card  (Fig.  8.3)  may  be  used.  Note  that  the 
forms  show  name,  home  address,  and  social  security  number.  Form  W-4  is  a 
U.S.  Treasury  Department  form,  but  the  data  serve  most  state  and  local 
payroll  tax  purposes  as  well. 


EMPLOYEE'S  WITHHOLDING  EXEMPTION  CERTIFICATE 


Social  Security  No. 


Print  home  addre 


EMPLOYEE: 

FRe  this  form  wllh 
your  employer.  Oth- 
erwise, he  must  with- 
hold U.  S.  Incem* 
In  from  ymir  waies 
wtthout  exemption. 
EMPLOYER: 

Keep  this  certifi- 
cate with  your  rec- 
ords, rt  tire  employee 
Is  bettered  te  have 
darmed  too  many  ex- 
emptions, tho  Dis- 
trict Director  should 
be  so  advised. 


City  . 


State .. 


HOW  TO  CLAIM  YOUR  WITHHOLDING  EXEMPTIONS 

1.  If  SINGLE,  and  you  claim  an  exemption,  write  the  figure  "1" 

2.  If  MARRIED,  one  exemption  each  for  husband  and  wife  if  not  claimed  on  another  certificate. 

(a)  If  you  claim  both  of  ihese  exemptions,  write  the  figure  "2"  1 

(b)  If  you  claim  one  of  these  exemptions,  write  the  figure  vl"    > 

(C)   If  you  claim  neither  of  these  exemptions,  writev"0"  J 

3.  Exemptions  for  age  and  blindness  (applicable  only  to  you  and  your  wife  but  not  to  dependents) : 

(a)  If  you  or  your  wife  will  be  65  years  of  age  or  older  at  the  end  of  the  yeai,  and  you  claim  this  exemp- 
ite  the  figure  "I";  if  both  will  be  65  or  older,  and  you  claim  both  of  these  exemptions,  write  the 


fig  UK 


:  the  figui 


(b)  If  you  or  your  wife  are  blind,  and  you  claim  this  exemption, 

and  you  claim  both  of  these  exemptions,  write  the  figure  "2" 

4.  If  you  claim  exemptions  for  one  or  more  dependents,  write  the  number  of  such  exemptic 
exempiion  for  a  dependent  unless  you  arc  qualified  under  instruction  i  on  other  side.)  . 

5.  Add  the  number  of  exemptions  which  you  have  claimed  above  and  write  the  total  .  . 


if  both1 1 


i  blind. 


Q 


1  CERTIFY  that  the  number  of  withholding  c 
(Date)  19 


nptu 


I  exceed  the  number  to  which  1  i 


Fig.  8.2     Employee's  withholding  exemption  certificate 


EMPLOYMENT    CARD 


SOCIAL  SECURITY  f< 


LAST  NAME                         FIRST  11AI1E                        IWTIAL 

mm 

JOB  CLASSIFICATION 

BIRTH  OATS 

CITY                                                STATS 

|S 

m  CARS  OF 

H 

STREET.  BOX  OR  RFD  HO. 

rtCCIDCHT  ' 

NAME                                                         RATE 

11.  to  MWI  ...bom  »°^™'c^h^'I^J,l^-UEw|lT10M 

II     If  you  an*  MAfiRIEO.  on*  aiampllon  L  allowed  for  tho  hvibafld 



mt  mm  «i,mptlcn  tot  tho  wlla. 

iB* 

(•)    II  you  data  tOTK  ol  than  ..omottom.  wrtta  tha  (lorn.  -J-) 
jbj   II  you  d«m  Ml  oMh.»  aaa^lloniwinth.  flou.a  "1"  ^ 



S|2 

tlouro  "f;  II  BOTH  will  bo  63  o.  oldar.  and  you  daim  both 

SSI 

§11 

d^an'd Int'"?S«d*ln#m,«loo*3  oo  ''ther'.'ld*  )"**  numb#r  o(  *u*h 

~~n 

5 

"    ""la."!!!"1"1"*"™" hld,,ouho..=l.lm.d.bo,.»nd 

Fig.  8.3     Combined  Form  W-4  and  data  card 


May  be  required 

Union  "clearance  slip"  may  or  may  not  be  required,  depending  on  the 
union  agreement.  If  it  is  required,  the  unions  will  usually  have  their  own 
forms. 

State  withholding  tax  certificate  may  or  may  not  be  required,  depending  on 
the  state.  California  requires  such  forms  (Fig.  8.4,  8.5) . 
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STATE  OF  CALIFORNIA 


CERTIFICATE  OF  TAXPAYER  CLAIMING  RESIDENCE  IN  THE  STATE 

I  (0  Aftlda  I  of  Chapter  1  9  of  tbo  Perineal  locom* 


I  AH  A  RESIOCNT  Or  THE   STATE  OF  CALIFORNIA!  THAT  1   RESIDE  A 


Fig.   8.4     California   residence   tax   form 

This  form  and  that  shown  in  Fig.  8.5  are  withholding  tax  forms 
used  by  the  state  of  California.  Other  states,  and  even  some 
cities,  have  personal  income  taxes,  which  may  be  collected  by 
withholding. 


Few  rrosi                                                                                                                  CERTIFICATE  OF  NONRESTDENCB  AND 
'SSS^S^mimm^iSSmSm                           I  J"  >  5                                CLAM  FOR  PERSONAL  EXEMPTION 

AND  CREDIT  FOR  DEPENDENTS 

WITHM0LO-N9  lOIHT                                                                                                                                                                                      OATB 

THAT  1  AH  ENTITLED  TO  THE  FOLLOWING  EXEMPT!  OH  8  fOB  THI  CALENDAft  VEAB  IQSSl 

IMPORTANT  -  READ  BEFORE  SIGNING 

The  signing  of  thtt  certificate,  ami  the  withholding  of  the  ux,  doe*  not  relieve 
you  from  the  liability  to  file  a  return.  Form  I40NR.  within  three  moathi  and 
fifteen  diyi  after  the  cloae  of  your  taxable  year* 

Failure  to  file  a  return  on  time  may  remit  In  the  aoeumeot  of  a  penalty  u 
provided  by  lav,  even  though  the  amount  withheld  ihould  equal  or  exceed  the 

A  return  must  be  filed  reporting  your  entire  net  income  derived  from  tourcet 
within  chi-  State  during  the  taxable  year,  if  yon  have  a  net  income  of  (1)  $2,000 
or  over,  if  single;  or  (2)  $},!00  or  over,  if  married*  of  (!)  a  grow  income  of 

\  5 .000  or  over,  rcgardies.  of  the  amount  of  net  Income. 

tee  mot  mcvuor                "  >l         i    nto  T«j-Mvn 

Fig.  8.5.     California  nonresidence  tax  form 
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Optional 

Combined  form  W-4  and  data  card   (Fig.  8.3) 

Separate  employee  data  card   (Fig.  8.6) 

Combined  employee  data  card  and  employee  earnings  record   (Fig.  8.7) 

Application  blank,  used  almost  exclusively  for  executive  and  office  em- 
ployees (Fig.  8.8) 

Equipment  issue  receipts  (Fig.  8.9)  are  used  when  the  contractor  provides 
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SCHEDULE    8.1 /CHECKLIST    OF    HIRING    FORMS    (Cont.) 

such  items  as  hard  hats,  safety  shoes,  raincoats,  boots,  blankets,  mattresses, 
pillows,  sheets,  tools  of  the  trade,  and  so  on.  Such  a  receipt  in  the  man's 
file  may  be  used  to  support  a  deduction  upon  his  separation. 

Camp  and  mess  hall  clearance  slip  (Fig.  8.10)  serves  as  a  receipt  when 
blankets,  mattresses,  bedding,  and  so  on  are  turned  in  on  termination,  and 
when  any  mess  hall  charges  are  paid.  If  a  camp  and  mess  hall  are  main- 
tained, this  slip  would  have  to  be  presented  before  the  final  check  is  issued. 

Assignment  slip  for  new  employees  (Fig.  8.11) 

Payroll  change  notice  (Fig.  8.12) 
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NAME                                                                                                                                      NO. 
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" ■.«....«0.»..™.i. .......                                                                                                                                                                                                                            .™.»»LM«,,...1C.,.,.L»,I     ,0„«M„0,                       1 

l      0 

Fig.   8.7      Combined   employee's  data  card  and  earnings  record 

This  form  is  used  as  a  file  folder  for  copies  of  the  payroll  checks 
as  well  as  a  data  card  and  earnings  record. 
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Application  for  Employment 


GENERAL  INFORMATION 

Print  name  in  fl111 

Address 


_Soc.  Sec  No 


-Telephone 


Date  of  birth- 


Marital  Status  (check)   Single  Married— 

Number  of  children  Number  dependent  upon  you  for  rapport 

Do  you  rent,  own  your  own  home,  live  with  your  parents,  or  board?  vmBKK 
Position  applied  for  — ■■ 


Are  you  a  U.  S.  citizen 

,    ,  Widowed     ,  Divorced  Rnparati.il 


.Monthly  salary  expected 


Are  yon  employed  at  present?- 
EDUCATION 


-How  soon  can  you  report  if  engaged 


Name  and  location 

of   .c-hool 

Do 

—  to 

Didrou 

Croduale 

Note 

re  of  r,.ur 
or  ifc-gr 

no  token. 

Studying 

Grade  tchoel 

High  echool 

College 

Other 

What  studies  did  yon  like  l»«i? 

EXPERIENCE 

Cive  below,  starting  with  prctcnt  or  most  recent  poiitinn,  complete  record  of  your  business  exper 


Firm 

Period 

Describe   your 
duiico  and  position 

Nome  immediate 
superior  and  bis  title 

Why  did  yon  lease? 

Hn. 

From 

Address 

To 

Business 

Salary 

N». 

From 

Address 

To 

Basinets 

Sabr, 

N"-° 

From 

Address 

To 

Business 

Salary 

Fig.  8.8a     Application  blank— Face 


tor's  organization  increase,  so  do  the  formalities  involved  in  hiring. 
Sometimes  the  kind  of  contract  determines  the  amount  of  paper  work. 
For  example,  on  U.S.  government  cost-plus-fixed-fee  contracts,  a  man- 
power requisition  would  normally  be  required,  together  with  applica- 
tions (or  signed  data  cards)  for  each  employee,  and,  as  a  rule,  evidence 
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Why  do  you  dolts  to  change  your  padllonf- 


Wera  70a  mr  discharged  from  any  position? Explain 


REFERENCES 


GIVE  THREE  REFERENCES  OTHER  THAN  RELATIVES  OR  PAST  EMPLOYERS 


tfim 

proleioipn 

Peailloa 

Addr«i> 

Telephone 

How    Ions 

1 

2 

1 

MISCELLANEOUS 

Will  joa  be  engaged  in  any  other  income  producing  activity,  if  employed?  . 
Explain 


Hare  yon  ever  been  bonded?  H"  bond  ever  been  refuted  you?  Explain. 


The  answers  to  the  foregoing  queetlona  are  true  and  correct  and  1  have  not 
knowingly  withheld  any  fact  or  circumstance  which  would.  If  disclosed, 
affect  my  application  unfavorably* 


Applicant's  signature 
Date  of  application  _ 


Fig.  8.8b     Application   blank— Reverse 


of  each  employee's  citizenship.  An  order  signed  by  someone  in 
authority  would  have  to  be  issued  instructing  the  paymaster  to  place 
the  man  on  the  payroll.  On  some  jobs,  photographing,  fingerprinting, 
and  security  clearances  are  also  required.  Of  course,  any  property 
issues  would  be  covered  by  receipts. 
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BEDDING  RECEIPT 

Badge  No 

Wool  blankets  Cotton  blankets 

Pillows  Pillow  slips 

Sheets  Mattress 

I  received  the  above  items  on:    


Payroll  deductions  for  meals  and 
lodging  are  hereby  authorized. 


(Signed) 


Fig.  8.9a     Equipment   issue   receipt— Face 


Name 

Check-in  date                 Badge  No. 

Home  address 

\ 

Contractor 

Occupation 

Barracks  No. 

Room  No.                     Bed  No. 

Check-out  date 

Fig.   8.9b     Equipment   issue   receipt— Reverse 

The  test  for  hiring  procedures  is  the  same  as  for  any  other.  Unless 
a  procedure  contributes  more  than  its  cost  to  the  final  profit,  it  is  not 
justified.  Usually  the  formalities  observed  at  the  hiring  stage  serve  to 
comply  with  the  law  or  with  contractual  requirements,  and  to  prevent 
losses.  If,  under  any  given  circumstances,  a  procedure  does  not  serve 
either  function,  its  justification  may  be  seriously  questioned. 

Timekeeping   procedures 

Timekeeping  serves  two  functions.  First,  it  determines  the  total 
amount  of  time  for  which  the  employees  are  to  be  paid,  and  if  the 
work  is  done  at  more  than  one  rate,  the  amount  of  time  to  be  paid 
at  each.  Second,  it  determines  which  work  items  (cost  accounts)  are 
to  be  charged  for  the  work  done.  The  smaller  and  simpler  the  opera- 
tion, the  less  chance  that  any  employee  will  be  absent  for  any  sub- 
stantial period  of  time  without  that  fact  coming  to  the  contractor's 
attention. 


TIMEKEEPING    PROCEDURES 
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Ecks  &  Wye  Construction  Co. 
CAMP  AND  MESS  HALL  CLEARANCE 


Date Hour. 

To  the  Paymaster: 

This  is  to  certify  that 

. Badge  No 

has  turned  in  all  items  charged  to  him  except: 


He  is  to  be  charged /credited  as  follows: 


Signed: 


Camp 

.  Mgr. 


Fig.  8.10     Camp  and  mess  hall  clearance  slip 


Assignment  Slip  for  New  Employees 

(GIVE  THIS  TO  YOUR  FOREMAN) 

EMPLOYEE'S  P.  R.  No.. . 

Name Ident.  No. 


Occupation- 


Report  to  Foreman.. 
At  Div. 


(name) 
To  Start.  Work- 


P.M. 
.AM. 


WILL  HAVE  MEALS  AND  LODGING  IN  CAMP 


YES 
NO 


Fig.  8.1 1     Assignment  slip  for  new  employees 


The  simplest  of  all  time  records  is  the  foreman's  time  book.  These 
books  usually  have  about  50  pages  (Fig.  8.13).  They  have  a  heavy 
tagboard  cover  so  that  they  can  be  carried  in  the  foreman's  pocket 
without  getting  too  badly  crumpled.  The  form  is  self-explanatory. 
However,  when  the  only  time  record  kept  is  the  one  in  the  foreman's 
book,  paychecks  must  be  prepared  directly  from  it,  and  that  means 
that  the  foreman  must  either  prepare  the  checks  himself  or  be  with- 
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PAYROLL  CHANGE  NOTICE 

Please  check  — 

□  Enter  on  payroll 

□  Change  rate 

□  Transfer  to Entered  (Time  Dept.) ....  Date . 

□  Pay  off  and  remove  from  payroll 

Name S.S.A/C  No 

Dept Shift Clock  No 

Date  effective Hour.  . 


A.M. 
P.M. 


Old   rate Per .New  rate Per. 

Remarks: 


Record       D  Discharged       D  Left       □  Laid  off      Would  you       Yes  □ 

re-employ  No  □ 

Excellent     Good  Fair         Poor 


Ability 
Conduct 
Attendance 
Production 
Approved.  . 


Supt. 


Fig.  8.12     Payroll  change  notice 


This  form  is  used  to  hire  a  new  employee;  to  change  his  assign- 
ment or  rate  after  he  is  employed;  or  as  a  termination. 


out  his  book  for  a  while.  If  a  time  book  it  lost,  the  only  record  of  the 
men's  time  is  also  lost.  This  loss  might  be  costly  at  the  time  of  a 
compensation  insurance  or  payroll  tax  audit. 

For  these  reasons  it  is  quite  common  for  the  information  in  the 
foreman's  time  book  to  be  copied  on  time  sheets  or  time  cards.  At- 
tempts to  make  a  carbon  copy  of  the  foreman's  time  book  have  not 
been  very  successful,  because  a  foreman  usually  carries  the  book  in  his 
pocket.  The  copies  resulting  from  such  attempts  are  often  illegible  and 
badly  smeared.  One  alternative  is  to  copy  the  data  from  the  time  book 
on  a  weekly  time  sheet  (Fig.  8.14).  Sometimes  this  work  is  done  by  the 
foreman,  sometimes  by  a  timekeeper,  payroll  clerk,  or  bookkeeper. 

If  weekly  time  sheets  are  used,  they  are  usually  prepared  by  the 
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Tim^  Week  Fnding                              19_      _ 

NAMES                   S  ft 

II  T  W 

T 

■  S 

.Total 
Time 

Rate 

AMOUNT 

$ 

Cts. 

i 

Fig.   8.13      A   sheet  from   a   foreman's  time  book 


foreman.  This  procedure,  however,  permits  collusion  between  the 
foreman  and  one  or  more  of  his  men.  If  the  crew  is  small  enough  so 
that  the  contractor  would  normally  find  out  about  unauthorized  ab- 
sences, no  further  check  is  needed.  However,  when  the  crew  is  too 
large,  or  when,  for  some  other  reason,  the  contractor  would  not 
know  of  absences  that  did  not  appear  on  the  time  records,  then  oc- 
casional surprise  visits  by  a  timekeeper  should  be  made,  and  the  time 
sheets  should  be  inspected,  when  they  are  turned  in,  for  any  absences 
noted  on  the  surprise  visit. 

Sometimes  weekly  time  sheets  are  prepared  by  the  timekeeper,  who 
enters  the  time  daily  for  each  man  and  summarizes  it  for  the  weekly 
payroll.  Cost  distributions  are  made  on  the  same  sheet. 


Job  No 

Ecks  &  Wye  Construction  Co. 

TIME  REPORT  FOR  THE  WEEK  ENDING 

Badge 

No. 

Name 

S 

o 

Sat 

Sun 

Mon 

Tue 

Wed 

Thu 

Fri 

Total 

s 

o 

s 

o 

s 

o 

s 

o 

s 

o 

1 

s 

o 

s 

o 

s 

o 

s 

o 

s 

o 

Signed 

. .  .  Foreman 

s 
o 

Fig.  8.14     Weekly  time  report 

This  form  is  designed  for  a  payroll  week  ending  Friday  evening. 
A  man  who  works  on  more  than  one  job  during  the  week  gets  a 
separate  paycheck  for  each. 
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The  principal  disadvantages  of  weekly  time  sheets  are: 

1.  Labor  cost  figures  are  not  available  daily. 

2.  Errors  may  be  as  much  as  eight  or  nine  days  old  before  they  are 
noticed;  and  usually  the  older  they  are  the  harder  they  are  to  correct. 

3.  If  a  foreman  carries  a  time  sheet  around  for  a  week  it  gets  messy 
and  illegible,  and  is  a  source  of  errors  in  pay  records. 

4.  On  a  construction  job,  there  may  be  a  considerable  turnover  of 
personnel,  and  a  weekly  time  sheet  is  not  very  flexible. 

5.  If  a  dishonest  foreman  wants  to  insert  fraudulent  names  on  the 
payroll  or  to  carry  a  man  laid  off  in  the  middle  of  the  week  for  an 
extra  day  or  two,  the  chances  of  detection  are  somewhat  poorer  with 
a  weekly  time  sheet  than  with  other  forms. 

To  overcome  the  disadvantages  of  the  weekly  time  report,  daily 
time  sheets  (Fig.  8.15)  or  daily  time  cards  (Fig.  8.16-8.18)  are  fre- 
quently used. 

The  use  of  either  time  sheets  or  time  cards  is  based  on  the  assump- 
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Fig.  8.15     Daily  time  report 

This  form  is  prepared  by  the  foreman  and  completed  in  the  pay- 
roll department. 
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tion  that  someone  (usually  the  foreman  or  the  timekeeper)  is  going 
to  be  responsible  for  seeing  to  it  that  the  men  are  docked  for  the 
time  lost  if  they  are  late  to  work  in  the  morning  or  if  they  leave  the 
job  before  quitting  time  at  night.  In  a  factory,  this  function  is  per- 
formed by  time  clocks.  However,  on  construction  jobs,  time  clocks  have 


DAILY  TIME  CARD 


Date 


From  To  _~ 


NAME 


Classification 


Rate 


Distribution 

Hours 

CORRECT 

This  is  to  Certify  that  my 
Classification,  Rate  &  Time 
shown  above  are  correct, 

Foreman 

Employee  Sign  H< 

're. 

Fig.  8.16     Daily  time  card 

This  simple  card  is  suitable  for  almost  any  kind  of  job  except 
one  that  is  so  large  that  mechanical  sorting  would  be  required 
because  of  the  number  of  employees  involved. 


never  proved  to  be  very  satisfactory,  and  they  are  rarely  used.  When 
a  check-in  and  check-out  system  is  required,  the  so-called  "brass" 
system  is  probably  the  most  common. 

In  concept  and  operation  the  brass  system  is  simple.  Each  work- 
man is  assigned  a  payroll  number  or  badge  number.  Sometimes  these 
numbers  are  grouped  by  crafts,  and  sometimes  they  are  simply  issued 
in  the  order  of  employment.  On  a  board  at  the  timekeeper's  window 
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Fig.  8.17     Keysort  labor  and  equipment  time  card 

TVw  card  is  used  in  large  operations  where  mechanical  sorting 
is  required.    The  daily  time  card  may  be  used  independently. 


are  a  number  of  metallic  (brass)  disks,  each  bearing  a  number  cor- 
responding to  the  employee's  badge  number.  As  men  report  for  work 
they  show  their  badge  and  are  handed  their  brass.  Brasses  still  on 
the  board  when  work  starts  indicate  that  the  men  to  whom  the  cor- 
responding badges  have  been  issued  are  either  late  or  absent.  As 
latecomers  arrive,  the  time  the  brass  is  picked  up  is  recorded  on  the 
time  record  for  that  day. 

When  the  men  leave  the  job,  their  brass  is  turned  in  and  put  back 
on  the  board.  If  a  man  turns  in  his  brass  early,  the  time  is  noted 
and  recorded  on  the  time  record.  If  he  fails  to  turn  in  his  brass  at 
night,  it  is  necessary  to  find  out  why.  He  may  have  just  forgotten; 
he  may  have  gone  to  lunch  and  not  returned;  or  he  may  have 
left  the  job  before  quitting  time.  During  the  day  it  is  not  uncommon 
to  use  the  brass  as  a  tool  check,  so  that  failure  to  return  tools  would 
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DAILY  TIME  CARD 

DAILY  EQUIPMENT  TIME  CARD 

■'                                                                           KAMI    (PRINT) 

RATS 

HOURS 

I    rrrs  op  equipment 

DISTRIBUTION 

HOURS 

AMOUNT               *      HOURS   IDL.S 

1                                                TIME  DISTRIBUTION 
1      T 

1    z 

FOREMAN'S  O.K.                                                                 IMPLOTCE 
FILL  IN  CARD  COMPLETE 

FILL  IN  CARD  COMPLETE 

Fig.   8.18      Daily  time  card 

This  form  is  used  by  equipment  operators  and  has  an  equipment 
time  card  attached. 


leave  the  man  without  a  brass  to  turn  in  at  night,  and  would  call 
attention  to  his  failure  to  return  his  tools. 

One  of  the  most  important  disadvantages  of  the  brass  system  is  the 
fact  that  it  automatically  introduces  "portal-to-portal"  pay.  If  the 
work  area  is  a  long  way  from  the  time  office,  this  system  can  cause 
the  loss  of  a  good  many  man-hours  each  day,  and  thousands  of  dollars 
on  a  large  job.  It  is  common  to  find  this  system  in  use  on  U.S.  govern- 
ment cost-plus-fixed-fee  jobs  for  which  paper  accountability  is  more 
important  than  actual  economy. 

In  some  of  the  smallest  construction  firms  there  is  no  timekeeping 
procedure  as  such.  At  the  end  of  the  week  the  men  turn  in  weekly 
cards  or  sheets  showing  the  hours  worked  and  the  names  or  addresses 
of  the  jobs  on  which  they  worked  during  the  week;  the  paychecks 
are  made  from  the  time  records  turned  in  by  each  man.  On  some  very 
large  jobs  where  the  work  area  is  close  enough  so  that  the  portal- 
to-portal  problem  is  not  serious,  it  is  quite  possible  to  use  time  clocks 
satisfactorily.  However,  because  time  clocks  have  traditionally  not  been 
much  used  in  the  construction  industry,  attempts  to  use  them  are  some- 
times met  by  strong  union  opposition.  Even  when  they  are  acceptable 
to  the  men,  time  clocks  do  not,  as  a  rule,  prove  very  practical  in  mak- 
ing the  cost  accounting  segregations  required  for  construction  jobs. 
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Special  timekeeping  problems 

If  work  is  scattered  over  a  wide  area,  it  is  often  necessary  to  set  up 
"area"  time  shacks,  where  an  area  timekeeper  or  the  area  foreman 
or  superintendent  makes  his  headquarters.  If  time  on  remote  crews 
is  kept  by  the  foreman  or  an  area  timekeeper,  surprise  face-checks 
should  be  made  at  frequent  but  irregular  intervals,  and  occasionally 
someone  from  the  paymaster's  department  should  distribute  the 
paychecks. 

The  same  problems  arise  when  work  is  in  an  isolated  area.  Lack 
of  direct  supervision  is  common  under  such  conditions,  and  some- 
times employees  believe  that  no  one  will  know  if  they  are  absent. 
Such  absenteeism  can  become  an  important  item  of  increased  cost. 
If  the  superintendent  will  arrange  to  make  frequent  visits  at  irregular 
intervals  to  check  work  progress  at  a  remote  job  site  or  work  area, 
such  visits  will  also  discourage  unauthorized  absences.  If  unit  costs 
for  labor  are  running  too  high  it  usually  indicates  a  need  for  more 
and  better  supervision,  and  this  observation  is  just  as  true  when  the 
overrun  is  caused  by  misconduct  as  it  is  when  the  overrun  is  caused 
by  inefficiency  and  faulty  planning. 

Another  special  timekeeping  problem  is  created  when  men  are 
employed  at  shifting  rates.  There  are  three  different  situations  under 
which  such  problems  may  arise: 

1.  A  whole  crew  does  work  which  varies  in  classification  from  hour 
to  hour  within  the  day.  It  is  customary  for  the  crew  to  be  paid  for 
the  whole  day  at  the  rate  for  the  highest  classification  in  which  the 
men  worked  that  day. 

2.  One  or  more  men  on  a  crew  will  be  employed  on  work  requir- 
ing a  higher  rate  of  pay  than  usual.  For  example,  a  laborer  may  use 
a  jackhammer  for  all  or  part  of  the  day  and  become  entitled  to  an 
"air  tool  operator"  rate  for  that  day. 

3.  One  or  more  men  in  a  higher  classification  may  work  with  a 
labor  crew  for  one  day  and  thus  increase  the  rate  which  the  crew 
foreman  is  entitled  to  receive  for  that  day.  For  example,  union  rules 
in  some  areas  require  that  a  crew  foreman  must  receive  a  wage  dif- 
ferential above  the  highest  paid  man  on  his  crew.  If,  under  such 
rules,  a  labor  foreman  during  all  or  part  of  one  day  had  a  pipefitter 
on  his  crew,  his  rate  for  that  day  would  go  up  to  the  point  where 
it  exceeded  the  pipefitter's  rate  by  the  required  differential. 

When  shifting  rates  are  possible,  there  are  several  things  to  be 
watched  for.  First,  there  is  the  possibility  of  collusion  between  a 
superintendent  and  a  foreman  to  increase  the  pay  of  the  foreman. 
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Second,  particularly  when  foremen  report  the  time,  there  may  be 
similar  collusion  between  the  foreman  and  individual  workmen.  Of 
course  an  excess  of  work  outside  of  classification  may  be  due  to  faulty 
planning;  no  amount  of  timekeeping  effort  can  remedy  such  a  defect. 
However,  when  certain  crews  seem  to  be  doing  a  disproportionate 
amount  of  work  outside  of  their  regular  classification,  a  change  in 
supervisory  personnel  may  be  indicated.  Sometimes  a  mere  request 
for  an  explanation  will  stop  the  irregularities.  The  same  comments  ap- 
ply to  excessive  transfers  of  men  between  crews. 

If  higher  rates  to  certain  individuals  for  the  use  of  special  tools 
appear  on  the  payroll  too  often,  it  may  be  worthwhile  to  find  out 
if  the  tool  shack  records  show  that  such  tools  were  actually  charged 
out  to  those  individuals  on  the  days  in  question.  It  might  also  be  in 
order  to  find  out  the  kind  of  work  the  crew  was  doing  to  see  if  any 
work  with  special  tools  was  required.  For  example,  grounds  for 
investigation  would  exist  if  a  jackhammer  operator  showed  up  on  a 
crew  that  was  doing  hand  excavation  in  an  area  of  soft  or  filled 
earth. 

Any  possibility  of  shifting  rates  calls  for  extreme  care  in  timekeep- 
ing, and  all  persons  responsible  for  timekeeping  and  payroll  should 
know  the  rules  thoroughly.  Naturally,  if  things  are  not  as  they  should 
be,  it  is  necessary  to  find  and  correct  the  trouble.  However,  regardless 
of  other  circumstances,  it  is  of  paramount  importance  that  the  payroll 
checks  be  correct.  There  are  very  few  timekeeping  or  payroll  situations 
so  vulnerable  to  misinterpretation  as  a  failure  to  compute  time  at  the 
correct  rate.  Anything  more  than  an  occasional  error  of  this  kind  is 
damaging  to  job  morale  and  is  an  open  invitation  to  professional 
trouble  makers. 

Another  special  timekeeping  problem  is  that  created  by  rapid  turn- 
over of  help.  On  very  small  jobs,  and  in  very  small  firms,  the  payroll  is 
so  small  that  there  is  usually  no  problem.  On  larger  jobs  it  is  im- 
portant that,  when  a  new  employee  is  placed  on  the  payroll,  the 
person  responsible  for  the  timekeeping  be  notified  of  that  fact  im- 
mediately. If  the  foreman  keeps  the  time,  this  procedure  is  automatic. 
If  timekeepers  are  used,  there  should  be  some  prompt  and  completely 
dependable  way  for  the  timekeeper  to  learn  of  new  additions  to  the 
payroll  so  that  time  can  be  correctly  recorded.  One  method  is  to 
give  the  timekeeper  a  copy  of  all  assignment  slips  (Fig.  8.11).  An- 
other is  to  have  all  new  employees  report  to  the  timekeeper  to  receive 
their  assignment  slips. 

It  is  equally  important  that,  whenever  a  man  is  laid  off,  his  time 
up  to  the  moment  of  termination  be  in  the  hands  of  the  paymaster. 
For  this  purpose,  time  must  be  recorded  daily  through  the  last  shift 
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of  the  preceding  day.  Then  when  the  man  is  laid  off,  there  need  onty 
be  added  the  time  for  the  current  day. 

There  are  several  ways  of  summarizing  time  data  coming  in  from 
the  job.  One  of  the  easiest  and  simplest  is  to  record  it  on  a  payroll 
form.  However,  a  much  more  efficient  way  is  to  record  it  on  a  com- 
bination payroll  work  sheet  and  earnings  record  (Fig.  8.19).  This  sheet 
serves  as  the  basis  for  making  up  the  paychecks  and  also  as  the  em- 
ployee's earnings  record. 

A  construction  company's  work  volume  varies  widely.  A  man  who 
works  as  a  foreman  or  superintendent  when  there  is  plenty  of  work 
may  work  with  his  tools  when  there  is  little  work.  To  provide  for 
such  a  situation,  it  is  important  that  the  man's  personnel  file  show 
authorizations  for  the  changes,  and  the  dates  when  they  are  effective. 
Various  forms  (Fig.  8.12)  are  useful  for  this  purpose,  regardless  of  the 
size  of  the  contractor's  operation.  As  a  matter  of  fact,  a  small  con- 
tractor may  have  more  need  for  this  type  of  record  than  a  large  operator 
whose  volume  of  work  tends  to  remain  steady. 

One  of  the  standard  timekeeping  techniques  is  known  as  "face- 
checking."  Theoretically,  a  timekeeper  should  know  "by  sight"  all 
the  men  on  the  crews  for  which  he  keeps  time,  and  he  should  go  out 
on  the  job  and  actually  see  them  at  work  at  least  once,  and  preferably 
two  or  three  times  each  day.  Actually,  this  procedure  is  rarely  fol- 
lowed in  detail.  On  small  jobs  it  is  unnecessary.  On  large  jobs,  when 
the  turnover  is  rapid,  it  may  be  impossible.  One  variation,  similar 
to  the  brass  system  already  mentioned,  is  the  "badge  number  check," 
in  which  the  timekeeper  goes  out  on  the  job  and  checks  off  the  badge 
numbers  of  the  men  he  can  account  for  on  the  job.  On  many  cost-plus- 
fixed-fee  jobs,  when  the  time  control  is  very  tight,  a  time  control 
record  (Fig.  8.20)  is  used.  Spaces  are  provided  for  noting  the  man's 
presence  in  the  morning,  the  afternoon,  and  at  quitting  time.  The 
badge  number  at  the  left  is  circled  for  any  man  who  failed  to  "brass 
in"  in  the  morning. 

Actually,  such  a  form  is  well  adapted  to  making  spot  checks  on 
crews  in  the  field  when  the  actual  timekeeping  is  done  by  the  fore- 
men. Unassigned  badge  numbers  would  be  struck  out  by  the  payroll 
department  on  the  basis  of  payrolls.  Finding  those  badge  numbers 
in  use  in  the  field,  or  failure  to  locate  a  man  with  a  listed  badge 
number  would  call  for  investigation. 

Timekeepinq   routine 

Basically  the  routine  work  of  timekeeping  involves  these  steps: 

1.  An  up-to-date  list  of  employees   is   maintained   in   the   payroll 
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Fig.  8.19     Combination  payroll  work  sheet  and  employee's  earnings  record 
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ECKS  &  WYE  CO. 
Time  Control  Record 

Date 

01 

51 

101 

151 

201 

251 

02 

52 

102 

152 

202 

252 

03 

53 

103 

153 

203 

253 

04 

54 

104 

154 

204 

254 

05 

55 

105 

155 

205 

255 

06 

56 

106 

156 

206 

256 

07 

57 

107 

157 

207 

257 

08 

58 

108 

158 

208 

258 

09 

59 

109 

159 

209 

259 

10 

60 

110 

160 

210 

260 

11 

61 

111 

161 

211 

261 

12 

62 

112 

162 

212 

262 

13 

63 

113 

163 

213 

263 

14 

64 

114 

164 

214 

264 
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183 

233 

283 

34 

84 

134 

184 

234 

284 

35 

85 

135 

185 

235 

285 

36 

86 

136 

186 

236 

286 

37 

87 

137 

187 

237 

287 

38 

88 

138 

188 

238 

288 

39 

89 

139 

189 

239 

289 

40 

90 

140 

190 

240 

290 

41 

91 

141 

191 

241 

291 

42 

92 

142 

192 

242 

292 

43 

93 

143 

193 

243 

293 

44 

94 

144 

194 

244 

294 

45 

95 

145 

195 

245 

295 

46 

96 

146 

196 

246 

296 

47 

97 

147 

197 

247 

297 

48 

98 

148 

198 

248 

298 

49 

99 

149 

199 

249 

299 

50 

100 

150 

200 

250 

300 

Fig.  8.20     Time 
This  form  is  used  by  field  timekeepers 


control  record 

checking  badge  numbers  on  the  job. 
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department.  In  a  very  small  business  payroll  might  be  only  one  of  a 
number  of  functions  performed  by  the  company  bookkeeper.  In  a 
very  large  business,  or  even  on  a  large  job,  payroll  might  be  the  re- 
sponsibility of  a  number  of  payroll  clerks  working  under  a  paymaster. 
Regardless  of  size,  it  is  a  payroll  function  to  maintain  the  list  of 
individuals  currently  employed  and,  where  necessary,  classify  them 
according  to  the  job  they  do  and  the  supervisor  or  foreman  under 
whom  they  work. 

2.  Either  the  foreman  or  a  timekeeper  makes  a  record  of  the  number 
of  hours  worked  each  day  by  each  man.  The  record  may,  in  very 
small  operations,  be  turned  in  once  each  week.  In  larger  operations 
it  is  essential  that  it  be  turned  in  daily,  so  that  layoffs  can  be  handled 
promptly,  and  so  that  all  differences  can  be  resolved  every  day  as  they 
arise,  instead  of  accumulating  for  a  week  and  delaying  the  prepa- 
ration of  the  payroll. 

3.  The  daily  (or  weekly)  time  record  is  turned  in  by  the  person 
who  keeps  it  (usually  either  the  foreman  or  a  timekeeper)  to  the  person 
who  makes  the  weekly  payroll  (either  the  paymaster  or  the  book- 
keeper). 

4.  The  paymaster  (or  bookkeeper)  examines  the  time  record  for 
errors.  On  large  jobs  any  discrepancies  are  noted  on  a  "trouble  sheet" 
and  are  sent  to  the  field  by  a  timekeeper  to  be  reconciled.  Typical  of 
the  kinds  of  errors  which  occur  regularly  are  the  following: 

a.  The  time  for  one  or  more  crews  is  missing. 

b.  A  man  or  a  crew  shows  working  time  less  than  that  usually 
turned  in. 

c.  A  man  does  not  appear  on  the  payroll  who  does  appear  on  time 
record,  or  vice  versa. 

d.  A  man  or  a  crew  shows  working  overtime  under  circumstances 
where  no  overtime  should  be  worked,  or  overtime  as  recorded 
appears  excessive. 

e.  No  time,  or  an  obviously  wrong  time,  is  reported  for  a  man 
known  to  be  working. 

f.  Time  of  a  man  or  a  crew  is  reported  as  chargeable  to  a  work 
item  in  which  no  work  is  being  done,  or  which  is  being  done  by 
another  crew. 

g.  Time  is  shifted  from  work  items  on  which  costs  are  running  over 
the  estimate  to  work  items  on  which  there  is  a  gain. 

Alert  checking  of  time  data  coming  in  from  the  field  can  catch 
and  correct  errors  which  might  otherwise  be  incorporated  into  the 
cost  records.  Of  course,  if  good  cost  records  are  kept,  substantial  errors 
in  timekeeping  can  distort  unit  costs,  and  in  this  way  may  be  dis- 
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covered  by  the  accounting  department.  Nevertheless,  errors  on  the 
payroll,  if  they  are  discovered  at  all,  are  often  not  discovered  until 
the  employee  complains. 

It  is  necessary  that  all  time  data  be  reviewed,  immediately  upon  be- 
ing brought  in  from  the  field,  by  someone  who  knows,  at  least  in  gen- 
eral, the  parts  of  the  job  where  work  is  being  done,  which  crews 
should  be  doing  it,  what  operations  must  coincide  with  what  others, 
and  approximately  how  much  time  should  be  going  into  each  opera- 
tion. On  some  jobs  the  project  manager  or  superintendent  will  insist 
on  personally  coding  the  time  cards.  On  larger  jobs  the  coding  may 
be  done  by  the  project  engineer,  the  office  engineer,  or,  if  such  an  em- 
ployee is  available,  a  cost  engineer. 

Timekeeping   cost  data 

The  most  variable  of  all  construction  costs  is  labor.  Hence  control 
of  labor  cost  is  one  of  the  most  important  functions  of  job  manage- 
ment, and  labor  costs  are  the  most  closely  watched  of  all  construc- 
tion costs.  It  is  not  uncommon  among  the  more  progressive  construc- 
tion firms  to  find  project  managers  requiring  a  daily  labor  cost  report 
(Fig.  8.21).  This  form  requires  the  use  of  the  so-called  "effective  pro- 


DAILY  LABOR  COST  REPORT 

Work  Item 

-  . 

Unit 

YESTERDAY 

JOB  TO  DATE 

Units 
Compl. 

Man 
Hrs. 

Total 
Cost 

Unit 
Cost 

Units 
Compl. 

Man 
Hrs. 

Total 
Cost 

Unit 
Cost 

Time  checked  & 
priced  by 

Pricing  checked,  extensions 

Cost  coded,  unit  priced 

by 

Fig.  8.21      Daily  labor  cost  report 
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duction"  or  "equivalent  units"  methods  of  calculating  the  various 
units  completed  in  any  one  day.  As  a  practical  matter,  at  the  end 
of  any  day  but  the  last,  there  will  be  work  units  in  various  stages 
of  completion.  The  work  units  in  various  stages  of  completion  are 
stated  in  terms  of  a  comparable  number  of  completed  units. 

When  such  a  report  is  required,  it  usually  must  be  in  the  hands  of 
the  project  manager  or  superintendent  shortly  after  work  starts  early 
the  next  day. 

Following  is  a  typical  routine  set  up  for  a  job  with  about  400  men: 
A  timekeeper  familiar  with  the  crews  and  the  work  done  started 
checking  and  pricing  the  preceding  day's  time  reports  about  5  a.m. 
By  5:30  a.m.  there  were  enough  reports  priced  and  checked  to  permit 
someone  in  the  paymaster's  department  to  start  checking  the  wage 
rates  and  making  the  extensions.  By  6  a.m.  the  cost  engineer  started: 
coding  the  cards  to  show  the  work  items  to  be  charged;  summarizing 
the  costs  by  work  items;  and  scanning  the  reports  for  extension  errors. 
As  soon  as  the  cost  engineer  finished  with  the  sheets  for  any  individual 
crew,  he  turned  them  back  to  the  payroll  department  where  they  were 
totaled  by  crews;  and  a  grand  total  of  labor  cost  for  the  day  was 
taken.  When  the  cost  engineer  had  finished  his  work  sheet,  which 
summarized  the  costs  for  the  day,  the  totals  by  crews  and  the  grand 
total  had  to  balance  (within  a  reasonable  amount)  with  the  total 
labor  costs  distributed. 

Experience  with  this  routine  has  indicated  that  on  payrolls  up  to 
700  or  800  men,  a  daily  labor  cost  report  can  be  available  by  10  a.m. 
of  the  following  day. 

Only  the  larger  jobs  have  a  timekeeping  department  separate  from 
the  payroll  department,  and  even  some  of  these  do  not  have  a  separate 
cost  engineer.  Therefore,  on  medium-sized  and  small  jobs  the  func- 
tions described  above  must  be  performed  by  fewer  people.  Even  if  the 
job  is  relatively  small,  and  the  entire  operation  is  performed  by  one 
person,  there  is  often  a  need  for  daily  labor  costs.  Daily  labor  cost 
figures  are  no  longer  worth  what  it  costs  to  compile  them  only  when 
the  job  is  small  enough  for  the  contractor  himself,  or  the  superintendent 
or  foreman  who  is  running  the  job,  to  determine  and  control  labor 
costs  by  direct  personal  observation  on  the  job  without  the  aid  of 
statistical  reports  and  the  computation  of  unit  costs.  Even  then,  a 
weekly  cost  statement  can  be  extremely  useful  in  helping  the  man  in 
charge  to  check  his  own  observations. 

It  seems  trite  to  say  that  the  usefulness  of  cost  figures  is  limited 
by  their  accuracy.  It  is  equally  trite  to  observe  that  if  costs  are  largely 
based    (as  they  admittedly  are)  on  human  judgment,  they  can  be  no 
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better  than  the  on-the-spot  judgment  of  a  thoroughly  qualified  con- 
struction man.  On  the  other  hand,  even  an  experienced  construction 
man  can  only  be  in  one  place  at  a  time,  and,  if  work  is  going 
on  in  a  number  of  places,  the  previous  day's  labor  figures  can  tell 
him  at  a  glance  the  places  where  his  knowledge  and  experience  can 
be  used  to  the  best  advantage  on  that  particular  day.  If  he  has  an 
opportunity  to  see  all  the  work  every  day,  as  in  smaller  operations,  a 
weekly  labor  cost  report  helps  to  check  his  thinking  and  to  guard 
against  human  error. 

To  summarize,  the  steps  in  preparing  the  daily  labor  cost  report  are 
as  follows: 

1.  The  time  reports  are  assembled  and  checked. 

2.  They  are  priced  and  extended. 

3.  The  extensions  are  coded  to  the  appropriate  work  items. 

4.  The  total  costs  thus  distributed  are  compared  with  the  total 
earnings  of  all  employees  for  that  day  to  provide  an  over-all  check 
on  the  cost  distribution.  Fractional  cents  and  even  minor  distribu- 
tion errors  usually  prevent  an  exact  balance,  and  as  a  practical  mat- 
ter these  small  differences  are  usually  absorbed  in  an  overhead  item 
without  any  distortion. 

There  remain  several  important  practical  questions.  First,  should 
the  labor  figures  on  the  daily  cost  report  include  payroll  taxes,  in- 
surance premiums,  and  the  cost  of  various  "fringe  benefits"  based 
on  payrolls?  Second,  if  such  costs  are  included  in  the  labor  figures  how 
should  they  be  distributed?  Third,  will  the  labor  figures  so.  compiled 
be  entered  in  the  records  or  are  they  memoranda  only?  Fourth,  if  they 
are  to  enter  the  records,  what  records  do  they  reach,  how  do  they  get 
there,  and  when?  Fifth,  how  are  adjustments  and  corrections  handled? 

1.  Whether  payroll  taxes,  insurance  premiums,  and  fringe  benefits 
should  be  included  in  the  cost  of  labor  or  treated  separately  depends 
on  the  policy  of  the  company.  If  these  items  were  included  with  labor 
at  the  time  the  job  was  bid,  it  is  better  that  they  be  treated  in  the 
same  way  in  the  job  cost  report,  so  that  actual  unit  costs  may  be  com- 
parable with  the  estimate.  If  they  were  not  included  directly  in  labor 
costs,  they  should  be  included  in  an  overhead  account  which  is 
distributed  either  on  the  basis  of  labor  cost  or  labor  hours.  From  a 
practical  standpoint,  this  treatment  is  usually  acceptable  when  all 
overhead  is  distributed  on  the  basis  of  total  direct  cost. 

2.  The  problem  of  how  to  distribute  costs  such  as  those  just 
discussed  when  they  are  to  be  included  in  the  labor  costs,  is  solved 
by  spreading  them  equally  over  the  total  labor  figure,  so  that  each 
dollar  of  labor  bears  the  same  burden.  To  attempt  an  exact  segrega- 
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Payroll  Week  Endina. 
Project  Name- 


PAYROLL  VOUCHER 

Payroll  Numbei 


GENERAL  LEDGER 

DEBITS 

CREDITS 

A/e* 

Items 

Amount 

A/cs 

Items 

Amount 

BASIS  FOR  ACCRUALS 

il  or  Cost  Ledger  Distribution-Debits  (Credits) 


Entered  in  Vo.  Register. 


.Posted  to  Cost  Ledge 


Fig.  8.22     Payroll  voucher 

To  avoid  unnecessary  writing  or  typing  on  regular  vouchers,  many 
firms  use  specially  printed  vouchers  to  record  the  check  that  is 
issued  to  reimburse  the  payroll  bank  account. 
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tion  would  not  only  entail  unnecessary  accounting  costs,  but  would 
result  in  figures  that  are  not  comparable. 

3.  The  question  of  treating  the  labor  cost  figures  as  memoranda  or 
as  record  entries  is  ordinarily  answered  by  having  only  one  analysis 
of  these  figures  by  work  items.  If  the  daily  labor  cost  reports  are 
prepared  correctly,  it  is  a  simple  matter  to  combine  them  for  the 
week  and  to  let  the  totals  for  the  week  serve  as  the  analysis  for  the 
weekly  payroll. 

4.  There  is  usually  no  need  for  a  separate  entry  to  be  made  in  the 
records  for  each  individual  paycheck  other  than  to  show  the  check 
number  on  the  payroll.  One  generally  accepted  method  of  getting  the 
cost  figures  into  the  books  is  through  the  voucher  prepared  to  reim- 
burse the  payroll  bank  account.  Usually  a  payroll  voucher  (Fig.  8.22) 
is  prepared  to  support  the  check  issued  to  transfer  the  funds  to  cover 
the  paychecks  from  the  general  account  to  the  payroll  account.  This 
method  brings  the  labor  cost  into  the  general  and  cost  ledgers  in  a 
reasonable  way — through  the  voucher  register.  In  very  small  con- 
cerns with  no  separate  payroll  bank  account,  few  jobs,  and  cost  segre- 
gated only  by  jobs,  the  entry  would  be  made  directly  through  the 
check  register  (Fig.  8.23). 

Adjustments  of  the  daily  reports  can  usually  be  made  on  the  report 
of  the  following  day  without  serious  distortion.  On  those  unusual 
occasions  when  there  is  distortion,  an  explanation  accompanying  the 
adjustment  would  be  required. 

Some  of  the  more  progressive  contractors,  whose  cost  records  are 
increasingly  being  used  in  the  preparation  of  bid  estimates,  are  ex- 
perimenting with  keeping  labor  costs  in  terms  of  man-hours  as  well  as 
money,   so  that  variations  due   to  rate  changes  may   be  eliminated. 

Timekeeping   and   paychecks 

The  importance  of  job  morale,  and  the  contribution  that  prompt, 
accurate  paychecks  can  make  to  it,  has  already  been  noted.  The  point 
cannot  be  overemphasized.  However,  there  are  even  more  immediate 
and  compelling  considerations.  Often  state  laws,  union  rules,  or  both, 
assess  penalties  against  employers  for  late  payments,  dishonored  checks, 
or  underpayments.  Union  hiring  halls  are  slow  to  supply  men  to  con- 
tractors whose  reputation  is  bad,  and  even  among  the  men  them- 
selves the  news  travels  fast.  Therefore,  it  is  most  important  that  the 
paychecks  are  prompt  and  correct. 

If  the  time  keeping  data  have  been  brought  in  from  the  field  and 
checked,  extended,  and  incorporated  into  the  daily  cost  report,  any 
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Fig.  8.23     Small  contractor's 

This  form  is  suitable  for  payroll  entries.  If  a  separate  bank  account 
is  used  for  payrolls,  "payroll  account"  would  appear  in  the  "drawn 
in  favor  of"  column. 


major  errors  will  usually  have  been  discovered  and  corrected.  Never- 
theless, before  the  time  cards  are  entered  in  the  daily  time  accumula- 
tion, someone  should  be  able  to  answer  "yes"  to  all  of  these  questions* 

1.  Have  we  accounted  for  every  person  on  the  payroll? 

2.  Do  we  know  that  the  base  rates  are  correct? 

3.  Is  anyone  working  at  a  special  rate? 

4.  If  so,  is  it  correctly  shown  on  the  time  card? 

5.  Have  we  checked  all  cards  to  see  that  apparent  absences,  time 
off,  and  overtime  are  explained? 

6.  Are  any  unexplained  differences  being  investigated? 

Again,  if  a  daily  cost  report  is  made,  there  will  be  an  over-all 
check  figure  in  dollars  and  possibly  also  in  man-hours.  If  a  daily  cost 
report  is  not  made,  it  is  sometimes  worthwhile  to  compute  the  gross 
earnings  of  each  crew  in  dollars  to  obtain  a  check  figure.  It  takes 
comparatively  little  time  and  often  catches  serious  and  embarrassing 
errors.  For  example,  if  time  sheets  are  being  used  and  there  is  a  10- 
man  crew  working  8  hours  at  $2,475  per  hour  with  one  foreman  at 
$2.65  per  hour  the  sheet  would  total  88  man-hours  and  $219.20  (80 
hours  at  $2,475  equals  $198.00,  plus  8  hours  at  $2.65  or  $21.20).  After 
a  few  days  the  paymaster  can  look  at  the  sheet  and  tell  at  a  glance 
the  proper  amount  to  be  extended,  while  the  variations  from  the 
normal  catch  his  eye  and  call  for  closer  scrutiny.  At  the  same  time 
the  total  for  each  crew  can  be  recorded  on  an  adding  machine  tape 
to  provide  a  quick  checklist  on  which  trouble  can  be  quickly  localized, 
by  crews,  if  the  total  does  not  equal  the  gross  pay  on  the  payroll. 

It  is  often  said  that  tests  like  the  one  just  described  are  all  right 
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for  the  big  payrolls  but  cost  more  than  they  are  worth  on  the  small 
ones.  This  criticism  is  simply  not  justified.  Any  experienced  payroll 
clerk  can  make  the  test  in  a  matter  of  minutes  and  the  smaller  the 
payroll  the  less  time  it  takes.  On  the  other  hand,  frequent  errors  on 
a  contractor's  payroll  can  be,  and  often  are,  misinterpreted  as  evidence 
of  dishonesty  or  lack  of  funds.  Small  contractors  in  small  communities 
sometimes  find  that  gossip  travels  fast.  More  than  one  contractor 
has  found  that  a  chance  remark  by  a  disgruntled  employee  has  caused 
curtailment  of  credit — sometimes  at  a  time  when  he  could  ill  afford  it. 

As  soon  as  the  daily  time  has  been  proved,  it  is  entered  on  some 
sort  of  accumulation  work  sheet  (Fig.  8.19).  As  often  as  not,  particularly 
if  the  number  of  employees  is  small,  the  work  sheet  will  be  the  final 
payroll  form  (Fig.  8.24)  itself.  The  former  has  the  advantage  of  be- 
ing much  more  flexible  than  a  simple  payroll  form  and  can  serve  as 
an  employee's  earnings  record.  On  the  other  hand,  if  the  time  is 
entered  on  a  payroll  form  there  may  be  no  need  to  copy  it  over. 

Whatever  form  is  used,  the  time  should  be  entered  daily  if  it  is 
submitted  daily.  Rate  changes  should  be  noted  on  the  days  they  are 
effective  so  that,  whenever  a  man  is  laid  off,  the  paymaster  needs  only 
the  man's  time  for  that  day  to  compute  his  termination  pay.  Note  that 
the  payroll  work  sheet  (Fig.  8.19)  has  room  for  six  rates  effective  dur- 
ing any  one  week. 

Once  the  time  for  the  week  is  in  and  entered  on  the  work  sheets, 
each  employee's  gross  pay  for  the  week  is  computed  and  a  check  tape  is 
run  on  the  adding  machine  to  see  if  the  gross  pay,  as  extended,  equals 
the  total  gross  pay  for  each  of  the  several  days  of  the  week.  If  they 
equal  each  other  within  the  few  cents  that  must  be  allowed  for  round- 
ing off  fractional-cent  variations,  the  gross  pay  has  probably  been  cor- 
rectly computed.  Here  again  it  will  be  noted  that  an  experienced  pay- 
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Fig.  8.24     Payroll  form 

This  is  one  of  the  many  forms  on  which  payrolls  are  recorded. 
This  form  is  more  than  usually  complete,  since  it  shows  the  hours 
worked  each  day.  This  kind  of  payroll  is  usually  required  on 
U.S.  government  jobs  because  of  the  need  to  comply  ivith  the  vari- 
ous laws  governi?ig  payment  to  workmen  on  government  work. 


roll  clerk  will  soon  have  many  of  the  extensions  memorized.  The 
normal  situation  is  for  a  man  to  work  the  regular  work  week  at  his 
regular  rate.  Thus,  if  a  job  is  working  six  9-hour  days  with  time  and 
a  half  for  overtime,  and  the  hourly  rate  is  $2,475  per  hour,  a  payroll 
clerk  will  know,  without  computing  it,  that  54  hours  at  straight  time 
is  $133.65.  In  addition,  there  are  14  overtime  hours  at  a  bonus  rate 
of  $1.2375  or  $17.33.  The  total  of  the  full  54  hours  at  straight  time 
plus  the  bonus  for  14  hours  overtime  gives  a  grand  total  of  $150.98 
which  is  called  the  gross  pay.  Again,  it  is  only  when  an  exception  to 
the  normal  situation  occurs  that  a  separate  computation  is  neces- 
sary. 

Some  companies  provide  their  payroll  clerks  and  paymasters  with 
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charts  of  extensions  at  various  rates  and  hours.  Sometimes  these  are 
used  but  more  often  they  are  quickly  discarded.  The  more  common 
errors  are  not  in  the  calculation  of  the  extensions  but  rather  in  the 
pure  human  errors  of  failing  to  put  the  figures  down  or  to  add  them 
correctly.  Thus  the  bulk  of  the  errors  will  come  from  the  usual 
transpositions,  slides,  and  misread  figures  rather  than  from  errors  in 
multiplication. 

To  catch  this  type  of  error  and  localize  it  quickly,  it  is  a  good  idea 
to  set  up  the  payroll  by  trades,  and  by  crews  within  the  trades.  If 
the  over-all  total  of  gross  pay  shown  on  the  payroll  equals  the  total 
of  all  the  time  sheets,  there  is  still  the  possibility  of  an  offsetting  error. 
However,  if  the  adding  machine  tapes  that  were  run  each  day  to  check 
the  totals  of  each  crew's  time  sheet  against  the  total  payroll  for  that 
day  have  been  saved,  the  daily  totals  provide  some  assurance  against 
such  errors.  Of  course  if  the  daily  totals  do  not  agree,  errors  can  be 
quickly  localized  by  crews  so  that  a  minimum  of  checking  is  required. 

Obviously,  the  procedure  just  outlined  is  only  one  way  of  accom- 
plishing the  desired  result.  There  are  many  others  equally  sound. 
Many  old-time  paymasters  are  like  artists  who  obtain  results  by  highly 
individual  methods.  Often,  too,  they  are  just  as  temperamental.  Thus, 
it  is  not  hard  to  visualize  such  a  person  reading  the  example  given 
above  and  snorting:  "Huh!  Anybody  but  a  goofball  from  the  front 
office  would  know  that  you  figure  six  9-hour  days  as  61  hours  at  straight 
time."  But  the  same  paymaster  might  spend  several  hours  excluding 
the  overtime  bonus  from  a  month's  payrolls  to  arrive  at  the  correct 
figure  for  his  compensation  insurance  report,  which  normally  must 
be  based  on  the  full  number  of  hours  worked,  extended  at  straight- 
time  rates. 

Deductions 

Once  the  gross  pay  is  computed  and  balanced,  the  next  step  is  to 
compute  the  deductions.  These  will  include,  as  a  minimum,  federal 
(and  sometimes  state)  income  tax  withheld,  and  federal  (and  some- 
times state)  employment  tax  deductions.  They  may  include  a  great 
many  others,  such  as  union  dues,  advances,  mess  hall,  camp  or  com 
missary  purchases,  contributions,  insurance,  and  sometimes  payroll 
assignments,  garnishments,  attachments,  or  deductions  pursuant  to  an 
arrangement  under  Chapter  XIII  of  the  Bankruptcy  Act. 

On  certain  public-works  contracts  care  must  be  taken  not  to  make 
deductions  prohibited  on  U.S.  government  jobs  by  the  Davis-Bacon  Act 
or  the  Copeland  Act,  or,  on  state  or  local  projects,  by  similar  state 
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or  local  statutes.  Usually  permission  can  be  obtained  to  make  any 
legitimate  deduction,  but  often  it  must  be  obtained  in  advance. 

On  the  other  hand,  failure  to  make  deductions  for  taxes,  for  advances, 
or  for  assignments,  garnishments,  and  the  like,  may  subject  the  em- 
ployer to  liability  for  the  amount  not  deducted. 

The  standard  deductions  made  on  every  paycheck  are  relatively 
simple.  They  can  be  reduced  to  routine  and  their  absence  is  a  cause 
for  question.  The  best  example  of  this  type  of  deduction  is  the  federal 
withholding  tax.  If  a  form  like  the  payroll  work  sheet  (Fig.  8.19)  is 
used,  the  number  of  withholding  exemptions  claimed  is  shown  at  the 
bottom  of  the  page.  This  figure  plus  the  withholding  tax  table  and  the 
gross  pay  are  the  only  items  necessary  to  determine  the  amount  of  the 
deduction.  If  a  regular  payroll  form  (Fig.  8.24)  is  used,  the  exemptions 
will  be  recorded  beside  the  employee's  name,  usually  copied  from  the 
last  payroll  or  from  data  cards  (Fig.  8.2-8.7).  Sometimes  the  federal 
withholding  tax  and  the  social  security  deduction  are  combined  in  a 
single  deduction,  and  the  combined  deduction  is  computed  in  the 
same  manner  as  the  withholding  tax.  State  income  tax  withholding, 
when  required  at  all,  is  usually  similar  to  federal  withholding  and 
generally  offers  no  more  of  a  problem.  Sometimes  a  combined  federal 
and  state  chart  is  available. 

Maximum  deductions:  Federal  and  state  payroll  tax  deductions 
are  usually  computed  from  a  chart,  but  they  are  often  applied  to  a  dif- 
ferent maximum.  For  example,  California  requires  that  1  per  cent 
be  deducted  for  state  unemployment  compensation  on  the  first  $3,600 
of  earnings,  while  the  deductions  required  under  the  Federal  Insurance 
Contributions  Act  (social  security)  apply  to  the  first  $4,800  of  earnings. 
If  an  earnings  record  (Fig.  8.7,  8.19)  is  used,  the  cumulative  gross 
earnings  may  be  brought  forward  as  a  memo  figure  each  week  so  that 
the  time  when  such  deductions  should  be  stopped  will  automatically 
come  to  the  attention  of  the  payroll  clerk.  Such  information  will  ap- 
pear on  almost  any  of  the  numerous  forms  of  employee's  earnings 
record.  It  is  important  to  be  sure  that  it  is  called  to  the  attention  of 
the  person  computing  the  payroll  in  time  to  prevent  an  overdeduction 
and  the  extra  work  involved  in  a  special  credit  when  the  error  is 
finally  discovered. 

If  the  payroll  is  small  and  the  earnings  steady  there  is  no  problem. 
The  payroll  clerk  can  usually  remember  whose  deductions  are  due 
to  be  stopped.  However,  construction  payrolls  are  notoriously  ir- 
regular and  turnover  is  high.  Probably  the  simplest  way  to  control 
this  problem  is  to  have  the  person  who  posts  the  employees'  earnings 
record  prepare  a  list,  as  he  computes  his  cumulative  totals,  of  any 
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employees  whose  earnings  are  approaching  the  point  at  which  deduc- 
tions should  be  stopped.  When  the  payroll  is  prepared  and  ready  to 
be  extended,  the  payroll  clerk  takes  the  last  payroll  and  inserts  a 
dash  in  the  deduction  square  for  all  employees  whose  contributions 
have  been  completed,  and  a  light  red  dot  in  the  square  when  only  a 
partial  deduction  is  to  be  taken.  In  a  state  like  California,  it  would 
be  necessary  to  go  through  this  routine  twice  for  each  employee — 
once  at  the  $3,600  level  and  again  when  his  earnings  approach  $4,800. 

Union  dues,  bond  deductions,  contributions,  and  insurance  may  be 
deducted  on  each  or  every  other  payroll.  If  they  are  deducted  each 
time,  it  is  a  simple  matter  to  spot  errors  because  the  omission  would 
attract  attention.  Otherwise  it  is  necessary  to  put  them  on  the  pay- 
master's checklist  along  with  the  irregular  deductions. 

Irregular  deductions:  It  is  standard  procedure  for  paymasters 
to  maintain  some  sort  of  checklist  to  call  attention  to  irregular  pay- 
roll adjustments  that  might  otherwise  be  overlooked.  Any  item  that 
will  be  on  some  payrolls,  but  not  on  all  of  them,  goes  on  the  checklist, 
and  no  payroll  is  released  until  it  is  certain  that  all  items  on  the 
checklist  have  been  considered  and  either  checked  into  the  payroll 
or  the  reason  for  their  omission  determined. 

Thus,  items  like  union  dues,  insurance  contributions,  and  bond 
deductions  are  sometimes  deducted  on  one  payroll  each  month  or  on 
alternate  payrolls.  Accordingly,  these  deductions  will  be  on  the  check- 
list, and  if  they  are  not  to  be  deducted  on  the  current  payroll,  they 
will  be  cleared  until  the  next  one.  Advances  would  be  entered  on  the 
payroll  from  the  file  of  requests,  and  the  total  amount  deducted  would 
be  balanced  with  the  total  of  the  checks  written  for  advances  during 
the  preceding  week.  The  few  advances  that  are  to  be  deducted  on 
more  than  one  payroll  will  show  up  as  exceptions,  and  can  be  covered 
by  a  memo  in  the  file  of  requests  for  advances.  Commissary  purchases, 
mess  hall  charges,  and  equipment  charges  arise  only  on  large  jobs 
away  from  cities  or  towns.  They  are  generally  entered  on  the  payroll 
from  the  camp  manager's  weekly  report,  which  should,  by  payroll  time, 
have  been  checked  and  approved  by  the  accounting  office.  Payroll 
assignments,  garnishments,  and  attachments  must  be  kept  in  a  cur- 
rent file  and  entered  on  the  payroll  only  at  the  last  minute.  Even  then, 
other  such  items  may  come  in  before  the  checks  are  distributed.  Advice 
of  counsel  regarding  these  items  should  be  obtained,  but  it  is  better 
to  hold  a  man's  check  than  to  release  one  in  error.  Deductions  under 
a  wage  earner's  arrangement  (Chapter  XIII  of  the  Bankruptcy  Act) 
are  usually  few  enough  so  that  if  they  are  indicated  by  the  checklist 
they  will  be  properly  handled. 


146  8:    ACCOUNTING    FOR    LABOR 

Verification:  Once  all  the  deductions  have  been  entered  on  the 
payroll,  they  are  added  across  to  find  the  total  to  be  deducted  from 
each  paycheck.  Then  the  total  of  the  deductions  is  subtracted  from 
the  gross  pay  to  find  the  amount  of  the  paycheck  (usually  called  net 
pay).  When  this  has  been  done  for  each  man,  the  deduction  columns, 
the  "total  deductions"  column,  and  the  "net  pay"  column  are  all 
totaled.  The  totals  of  the  individual  deduction  columns  must  equal 
the  total  of  the  "total  deductions"  column;  and  the  total  of  the  "gross 
pay"  column  less  the  total  of  the  "total  deductions"  column  must  equal 
the  total  of  the  "net  pay"  column.  To  those  familiar  with  payrolls, 
this  is  elementary  routine.  Anyone  who  is  unfamiliar  with  payrolls 
may  find  it  helpful  to  study  a  payroll  form    (Fig.  8.24). 

If  a  payroll  has  more  than  one  page,  it  is  better  to  total  and  balance 
each  page  and  then  carry  the  page  totals  to  a  summary  page  where  a 
final  balance  is  obtained.  This  not  only  makes  it  possible  to  localize 
errors  more  easily,  but  it  also  makes  it  possible,  on  large  payrolls, 
for  more  than  one  person  to  work  on  balancing  the  payroll  sheets. 

Once  the  payroll  is  balanced  the  checks  can  be  written.  Sometimes, 
when  more  than  one  person  is  working  on  the  payroll,  the  check 
writing  starts  as  soon  as  one  page  is  balanced  so  that  the  check  writ- 
ing and  the  balancing  can  proceed  at  the  same  time.  If  one  person 
is  doing  the  whole  job,  the  balancing  is  usually  completed  first. 

Payroll  and   paychecks 

When  time  is  being  compiled  and  net  pay  computed  there  are 
comparatively  few  variations  in  forms  and,  as  pointed  out  above,  the 
work  sheet  itself  may  serve  as  a  payroll.  Often,  however,  it  is  neces- 
sary to  provide  copies  of  the  payrolls  to  owners,  architects,  or  gov- 
ernment agencies.  Sometimes,  too,  the  payrolls  so  furnished  must  be 
in  some  special  form.  Also,  the  requirements  of  the  federal  and  state 
payroll  tax  and  withholding  tax  laws  must  be  met.  For  example,  each 
employee's  earnings  record  must  show: 

1.  His  name,  address,  and  social  security  account  number 

2.  The  total  amount  (including  any  deductions)  earned  during 
each  pay  period,  each  calendar  quarter,  and  the  calendar  year 

3.  The  amount  subject  to  social  security  tax  and  other  payroll  taxes 

4.  The  amount  of  taxes  withheld  or  collected  from  each  paycheck. 
It  is  standard  practice,  based  on  a  requirement  of  the  law,  to  give 

each  employee  a  memorandum,  with  each  check,  of  the  total  earned 
during  the  pay  period  and  the  amounts  deducted. 

Before  the  end  of  January  each  year  (or  within  30  days  after  ter- 
mination if  his  employment  ends  before  the  end  of  the  year)  each 
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Fig.  8.25     Form  W-2— withholding  fax  statement 

This  form  may  be  privately  printed  so  as  to  provide  a  copy  for  the 
employer's  records,  unlike  the  forms  furnished  by  the  government. 
The  form  is  available  in  snap-out  style  with  single-use  carbon 
paper  inserted  to  save  time  in  preparation. 


employee  must  be  given  a  form  W-2  (Fig.  8.25)  showing  the  total  com- 
pensation for  the  year  and  the  income  tax  and  social  security  (F.I.C.A.) 
tax  withheld. 

To  satisfy  all  these  requirements  with  a  minimum  of  paper  work,  a 
large  number  of  systems  have  been  devised.  Some  prepare  the  pay- 
check, the  payroll  and  employee's  earnings  record  at  one  writing 
by  means  of  carbon  copies  held  in  position  by  the  pegs  on  the  peg 
board  (Fig.  8.26).  This  system  seems  quite  logical,  but  among  con- 
struction paymasters  pegboards  have  never  gained  much  popularity. 
They  are  not  well  adapted  to  rapid  turnover  of  employees,  and  the 
carbon  copies  have  not  proved  very  satisfactory  under  field  conditions. 
Moreover,  although  theoretically  all  records  in  this  system  would  always 
be  in  agreement,  often  an  error  is  corrected  on  one  copy  and  not  on 
the  others,  with  the  result  that  there  is  often  trouble  at  the  end  of  the 
quarter  when  the  social  security  and  withholding  tax  returns  are 
reconciled  with  the  payrolls.  Generally  speaking,  the  pegboard  systems 
work  best  on  the  smaller  payrolls  when  there  is  very  little  turnover 
and  only  one  copy  of  the  payroll  is  required. 

A  similar  principle  is  employed  by  the  various  bookkeeping  machine 
payroll  systems  (Fig.  8.27).  The  problems  are  also  similar.  If  a  con- 
tractor has  a  large  payroll,  and  numerous  terminations,  a  special  pay- 
roll can  be  devoted  to  the  terminations,  with  the  result  that  there  are 
generally  fewer  errors  caused  by  hurried  workmanship.  Also,  if  the 
volume  of  work  justifies  the  use  of  bookkeeping  machines,  it  probably 
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Fig.  8.26     Timemaster  pegboard  payroll  outfit 

148 


PAYROLL    AND    PAYCHECKS 


149 


12BO 


No.  PR     42516 


Pay 


TO  THE  ORDER  OP 


The  National  bank  of  Commerce 

OF   aCATTLE  » •    •        • 

SEATTLE.  WASHINGTON      .  .• 


|      UDOti         1.  A/CRCCKIVADLB 
|,                         1.  CONTRIBUTION* 

No.PR     42516 

a.  BONO* 
4.  OTHER 

EMPLOTiraaTATEMENTOPEARNINaEANDOEDUCTIOKa 

RATE 

•""•""•• 

NET 
FAY 

"""" 

*** 

AID 

MI.CCLLAMIOUB 

1 

1 

OU  EAFtt 

ED»^ 

WE 

PAID  OUT 

THE  ABOV 

E  AMOUNT 

S  FO 

R  YOU 

1    DETACH  BIFORI  OEPOBITINO  C 
|        AND  RETAIN  FOJt  YOUfl  RECO 

HECK     | 

Fig.  8.27     Paycheck  for  use  with  a   bookkeeping   machine  payroll  system 

The  headings  on  the  check  correspond  to  columns  on  the  payroll 
records.  The  information  is  transferred  by  means  of  a  strip 
carbon. 


justifies  other  auxiliary  equipment  (such  as  Addressograph  or  Elliott) 
to  place  the  names  of  employees  on  the  checks  and  on  payrolls,  and 
photographic  equipment  to  make  such  extra  copies  as  may  be  required. 
Bookkeeping  machine  systems  usually  work  well  on  centralized  pay- 
rolls when  the  volume  is  large  enough  to  justify  the  heavy  initial  cost 
of  the  machines  and  the  cost  of  printing  special  forms.  For  the  aver- 
age small  construction  company,  bookkeeping  machine  payroll  systems 
are  not  practical  because  of  their  cost. 

When  payrolls  are  kept  in  the  field,  a  machine  system,  even  on  a 
fairly  large  job,  exposes  the  contractor  to  the  risk  of  serious  delay  if 
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the  machine  breaks  down  and  specialist  repair  men  are  not  available 
on  short  notice. 

One  system  which  has  proved  quite  successful  in  a  variety  of  small 
construction  operations  calls  for  the  use  of  a  check  with  an  original 
and  three  carbon  copies  printed,  with  one-use  carbons,  in  sheets  of  four 
or  five  checks  (Fig.  8.28).  If  a  combination  worksheet-earnings  record 
(Fig.  8.19)  is  used,  there  is  no  need  for  a  separate  employee's  earnings 
record,  and  if  a  separate  payroll  is  not  required  the  third  carbon  copy 
of  the  checks,  which  remains  in  the  sheets,  can  be  used  as  a  combina- 
tion payroll  and  a  payroll  check  register.  When  a  separate  payroll  is 
required  it  must,  of  course,  be  prepared  from  the  work  sheets  or  from 
the  checks  themselves.  Under  such  a  system,  the  first  carbon  copy  of 
the  check,  printed  in  the  form  of  a  withholding  notice,  accompanies 
the  original  to  the  employee  and  serves  as  the  employee's  record.  The 
second  carbon  copy  is  filed  in  an  employee's  folder  (Fig.  8.7).  The  third 
carbon  copy  is  left  in  sheets  and  bound  in  numerical  order. 

Still  another  form  of  payroll  check  is  the  two-stub  type  (Fig.  8.29). 
The  second  stub  is  merely  the  employee's  record,  and  is  to  be  torn  off 
before  the  check  is  cashed  or  deposited.  This  type  of  check  works  quite 
well  on  very  small  payrolls  and,  since  it  can  be  obtained  preprinted  at 
most  banks,  is  quite  inexpensive.  It  would  be  rather  costly  to  use  on  a 
large  payroll  because  of  the  time  required  to  prepare  it.  When  this 
type  of  check  is  used,  the  payroll  is  usually  a  check  register,  and  any 
additional  copies  of  the  payroll  that  might  be  required  must  be  sep- 
arately prepared. 

When  the  paychecks  have  been  prepared,  two  adding  machine  tapes 
should  be  run.  The  first  should  be  run  on  the  amount  of  the  checks  in 
the  figures  that  usually  appear  in  the  right  hand  margin.  The  second 
should  be  run  on  the  amount  in  words  or,  if  a  check  writer  is  used,  on 
the  amount  perforated  into  the  check.  Naturally  the  two  tapes  must 
agree. 

In  summary,  it  should  be  stated  that  the  procedures  and  forms  de- 
scribed are  only  illustrative,  and  not  exhaustive.  The  variations  are 
endless.  The  check  points  and  the  procedures  used  in  reaching  them 
vary  as  widely  as  the  people  who  use  them  and  the  conditions  they  are 
designed  to  meet.  There  are,  however,  five  points  which  all  sound  pay- 
roll systems  have  in  common: 

1.  The  basic  time  data  and  rates  must  be  reviewed  by  someone  who 
knows  what  is  being  done,  where  it  is  being  done,  who  is  doing  it,  and 
the  proper  hourly  rates  applicable  to  each  class  of  work. 

2.  Actual  work  done,  and  its  cost  as  represented  by  the  payrolls, 
should  be  compared  regularly  with  the  estimated  progress  as  reflected 
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Fig.  8.28     Multiple-copy  paychecks 

These  checks  are  available  with  as  many  as  five  carbon  copies 
and  in  sheets  of  as  many  as  five  checks. 


No.      303 

Payee 

AMOUNT-    •    EARNING  AND  DEDUCTION  STATEMENT    • 

•     Employe* 

Period  Ending 

Hours:  Reg.                     Overtime 

i     Period  Ending 

1     Hourt:  Reg.                     Overtime     i                   , 

Amt.  Earned                          $ 

{     Amt.  Earned                        $ 

Deductions: 

Unemp.  or 

{     Deductions: 
1      Unemp.  or 
I     Ois.  Ins. 

Fed.  OkJ  Age  Tax 

}    Fed.  Old-Age  Tex 

Fed.  W.  Tax 

1    Fed.  W.  Tax 

Total  Deductions                  $ 

J     Totel  Deductions                  $ 

Net  Amt.  Paid                     $ 

J     Net  Amt.  Paid                     $ 

|                CUSTOMER'S  NAME 

i                                                                S 

Fig.   8.29     Stub   for   2-stub   paycheck 

This  type  of  stub  is  commonly  used  by  contractors  with  fifteen 
to  twenty  employees.  The  check  itself  is  not  shown. 
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in  the  bid  estimates.  The  payrolls  should  be  designed  to  facilitate  prep- 
aration of  comparative  unit  labor  costs. 

3.  Each  step  in  the  computations  must  be  subject  to  some  form  of 
internal  check  in  terms  of  both  arithmetical  accuracy  and  reasonable- 
ness. 

4.  Checklists  or  tickler  files  need  to  be  maintained  to  see  that  unu- 
sual and  nonrecurring  items  are  not  overlooked. 

5.  Forms  must  be  designed  so  that  the  unit  cost  of  preparing  each 
paycheck  is  the  minimum  practical  for  the  contractor's  individual  cir- 
cumstances. 

No  matter  how  carefully  payrolls  are  made  nor  how  many  times  the 
data  are  checked  before  they  finally  reach  the  completed  paychecks, 
there  will  still  be  errors.  Usually  they  will  be  minor  ones,  and  often 
they  will  be  traceable  to  facts  that  the  person  preparing  the  payroll 
did  not  know  and  possibly  had  no  way  of  knowing.  Still,  a  fair  pro- 
portion of  these  errors  can  be  eliminated  by  a  critical  reading  of  the 
payroll  and  comparison  of  the  payroll  with  the  actual  checks.  When 
such  a  final  precaution  is  feasible,  it  is  quite  fruitful.  Often  it  is  done 
by  the  project  manager  or  superintendent.  For  example,  on  one  occa- 
sion it  led  to  a  conversation  something  like  this: 

"Hey!  Where  did  Whitey  and  his  gang  work  last  week?" 

"They  were  down  clearing  on  the  power  line." 

"Why  aren't  they  getting  paid  then?" 

Somebody  had  slipped.  Whitey  had  failed  to  turn  in  his  time  daily 
because  he  and  his  crew  were  working  several  miles  away.  A  separate 
page  in  a  payroll  that  averaged  over  20  pages  had  been  reserved  for 
that  crew.  Somehow  it  had  been  missed  and,  except  for  the  project 
manager's  final  scrutiny  the  error  would  not  have  been  discovered 
until  the  men  had  complained. 

Distributing  paychecks 

One  positive  invitation  to  payroll  fraud  is  to  permit  the  foremen  to 
distribute  the  paychecks.  They  may  be  distributed  at  a  pay  window  as 
the  man  leaves  the  job,  or  by  the  paymaster,  but  if  the  foreman  de- 
livers the  checks  he  is  being  tempted  to  commit  fraud  through  collu- 
sion with  some  of  his  men.  When  a  paycheck  is  delivered  by  someone 
who  does  not  know  the  payee  personally,  identification  should  be  re- 
quired. Usually  a  badge  number  or  identification  card  will  suffice. 
Sometimes  it  is  advisable  to  require  a  payroll  receipt  and  a  thumb 
print.  The  method  used  should  be  reasonably  calculated  to  prevent 
misdeliveries.  Sometimes,  through  error,  or  through  fraudulent  iden- 
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tification,  a  misdelivery  will  occur.  When  it  does,  payment  on  the 
check  should  be  stopped  as  soon  as  the  misdelivery  is  discovered. 

At  frequent  but  irregular  intervals  the  office  manager,  an  auditor, 
or  someone  else  outside  the  payroll  department  should  distribute  the 
checks.  Checks  that  cannot  be  delivered  should  be  listed  immediately 
and  the  reason  why  the  employee  was  not  on  the  job  should  be  deter- 
mined. Usually  it  will  be  found  that  he  was  merely  absent  for  some 
explainable  reason.  However,  if  nonworking  employees  are  being  car- 
ried, their  presence  on  the  payroll  will  be  discovered,  and  if  fraud  is 
being  contemplated  it  will  be  discouraged. 

Sometimes  employees  die  while  they  have  wages  due  them.  When 
that  happens,  the  check  may  usually  be  paid  to  the  deceased  employee's 
estate  (Estate  of  John  Doe).  It  should  be  paid  in  no  other  way  except 
on  written  instruction  of  the  probate  court  or  on  advice  of  counsel. 

Occasionally  an  employee  is  in  jail  or  otherwise  unable  to  call  for 
his  pay.  On  such  occasions  a  great  deal  of  care  must  be  exercised.  Often 
creditors,  divorced  wives,  relatives  of  the  employee,  and  sometimes 
complete  strangers  try  to  claim  the  check.  If  it  is  delivered  to  such  per- 
sons without  the  employee's  written  authorization  the  employer  may 
find  he  is  liable  for  misdelivery  of  the  employee's  property. 

When  a  paycheck  is  reported  lost  or  stolen,  an  immediate  attempt 
should  be  made  to  stop  payment  on  it  at  the  bank.  If  the  check  has 
been  stolen  the  police  should  also  be  notified.  In  most  areas  near  a 
large  construction  job  there  are  one  or  two  bars  or  taverns  where  a 
great  many  of  the  employees  collect  in  their  off  hours.  Often  a  direct 
call  to  these  places  will  be  effective  in  heading  off  the  cashing  of  lost  or 
stolen  paychecks.  The  same  procedures  are  in  order  when  blank  pay- 
checks are  stolen.  The  bank,  the  police,  and  the  local  merchants  should 
be  notified.  If  possible,  the  numbers  of  the  missing  checks  should  be 
supplied  and,  if  too  many  are  missing,  it  may  be  necessary  to  change 
banks.  If  this  is  done,  arrangements  should  be  made  with  the  bank  in 
which  the  payroll  account  is  carried  to  honor  any  legitimate  checks 
that  may  be  outstanding.  Needless  to  say,  all  blank  checks  should  be 
kept  under  lock  and  key. 

Termination  forms  and  procedures 

Not  too  many  years  ago  when  an  employer  wanted  to  fire  a  man  he 
fired  him  and  that  was  all  there  was  to  it.  Today,  for  better  or  worse, 
the  wise  employer  keeps  records  of  terminations  as  well  as  hires.  He 
makes  a  record,  among  other  things,  of  the  employee's  correct  name, 
his  badge  or  payroll  number,  his  social  security  number,  the  exact  date 
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Fig.  8.30     Termination  slip 


and  reason  for  his  termination,  and  wherever  possible,  his  signature. 
This  information  is  usually  recorded  on  a  termination  slip  (Fig.  8.30) 
and  is  useful  in  many  ways. 

For  example,  a  termination  slip  signed  by  the  employee  and  the 
person  who  ordered  his  termination,  and  giving  the  reason  for  the 
termination,  can  be  extremely  important  if  an  employer  is  later 
charged  with  unfair  labor  practices,  illegal  discrimination,  or  viola- 
tion of  a  labor  contract.  The  necessity  of  making  out  and  sending  to 
the  head  office  a  termination  slip  on  all  employees  who  are  laid  off, 
who  quit,  or  who  are  discharged  for  cause,  often  keeps  a  paymaster 
honest  who  might  otherwise  be  tempted  to  carry  the  man  on  the  pay- 
roll for  a  few  days  after  he  leaves.  The  reason  for  termination  may,  at 
times,  serve  as  a  guide  if  there  is  occasion  to  consider  rehiring  the  em- 
ployee— a  very  common  occurrence  in  the  construction  business. 

One  of  the  most  important  reasons  for  having  an  accurate  record  of 
terminations,  and  particularly  the  reasons  for  making  them,  is  tax  sav- 
ing. All  states  now  have  unemployment  insurance  laws.  Most  of  them 
have  some  provision  for  reducing  the  unemployment  insurance  tax  of 
those  employers  who  maintain  steady  employment.  Usually  this  is 
done  by  maintaining  an  account  with  each  employer  and  charging  his 
account  for  all  unemployment  payments  made  to  his  former  em- 
ployees. In  computing  the  amount  in  an  employer's  "reserve"  account, 
the  employer  is  not  charged,  and  the  employee  is  assessed  a  waiting 
period,  if  the  employee  quit  voluntarily  or  was  fired  for  misconduct. 
In  a  dispute  over  this  type  of  item,  good  records,  regularly  kept,  are 
very  valuable.  Moreover,  unless  the  employer  has  a  record  of  the  rea- 
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son  for  the  termination  he  may  never  know  which  unemployment  in- 
surance applications  to  protest.  As  a  result  he  may  protest  none  at  all 
and  have  to  pay  a  higher  rate  of  payroll  tax  than  some  of  his  compet- 
itors. 


Termination  paychecks 

When  a  man  is  laid  off  he  should  be  paid  to  the  end  of  the  half  day. 
In  other  words,  if  he  is  laid  off  in  the  morning,  he  should  be,  and 
probably  must  be,  paid  for  the  full  half  day.  If  he  is  terminated  in  the 
afternoon  it  is  usual  to  pay  him  for  the  full  day. 

If  time  has  been  reported,  checked,  and  posted  daily,  there  is  no 
problem  in  securing  the  time  for  the  preceding  days.  There  remains 
only  the  problem  of  determining  whether  or  not  there  are  any  excep- 
tions in  hours  or  rate  for  the  day  of  the  termination.  If  time  is  re- 
ported weekly,  it  will  be  necessary  for  the  foreman  or  superintendent 
to  get  the  information  to  the  paymaster  in  time  and  in  enough  detail 
to  permit  accurate  preparation  of  the  man's  final  payroll  check.  If  the 
termination  checks  are  late  there  may  be  a  waiting-time  assessment. 
If  they  are  short,  there  may  well  be  claims  made  through  the  state  la- 
bor commissioner.  If  they  are  over,  there  is  virtually  no  chance  to  re- 
cover the  excess. 

The  most  effective  procedure  is,  whenever  possible,  to  plan  the  termi- 
nation one  day  in  advance  and  give  the  paymaster  the  names  of  the 
men  to  be  laid  off.  Then,  on  the  last  day,  the  superintendent  can  usu- 
ally arrange  the  work  so  that  the  men  to  be  laid  off  do  nothing  to  jus- 
tify an  exception  in  the  time  or  rates.  The  paymaster  can  then  pre- 
pare the  checks  on  the  basis  of  the  last  day  being  a  full  day  at  regular 
rates. 

If  the  job  is  small  and  close  to  the  head  office,  or  if  there  is  a  de- 
centralized payroll,  the  information  necessary  for  the  termination 
checks  is  readily  available  and  there  is  no  problem.  If  the  payrolls  are 
centralized  and  the  job  is  large  enough  to  justify  such  a  measure,  the 
project  manager  or  superintendent  can  have  a  special  bank  account 
for  issuing  termination  checks.  However,  when  checks  are  written  on 
the  job  without  adequate  control,  the  contractor  must  be  prepared  to 
accept  the  consequences.  The  results  are  often  entirely  satisfactory,  but 
then  again  they  also  may  include  incorrect  payments,  payroll  fraud, 
and  excessive  costs  or  losses.  One  variation,  in  which  the  project  man- 
ager writes  termination  checks  from  an  imprest  bank  account,  is  to  let 
the  superintendent  telephone  the  information  to  the  paymaster  as 
early  as  possible  on  the  day  of  the  termination.  Then  the  paymaster 
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can  compute  the  amounts  due  and  telephone  the  figures  back  to  the 
job. 

In  discussing  preparation  of  the  regular  payroll  checks,  a  checklist 
of  deductions  and  other  items  was  mentioned.  This  list  is  equally  ap- 
plicable, if  not  more  so,  to  the  preparation  of  termination  checks. 
However,  there  are  additional  factors  to  be  considered  when  drawing 
termination  checks.  Extra  care  must  be  taken  to  see  that  all  property 
issued  to  the  employee  is  returned,  as  well  as  all  company  identifica- 
tion. If  any  bond  or  other  savings  funds  are  being  withheld  the  em- 
ployee is  entitled  to  receive  any  balance  to  his  credit.  Company  policy 
or  the  union  contract  may  entitle  the  employee  to  pay  in  lieu  of  vaca- 
tion. Notices  may  be  required  to  the  union,  creditors,  group  insurance 
carriers,  or  others.  In  short,  if  there  are  a  substantial  number  of  special 
considerations  to  be  taken  into  acount,  a  special  termination  check- 
list is  in  order.  This  list  is  even  more  necessary  in  very  small  companies 
where  the  routine  is  inclined  to  be  hurried  and  the  person  in  charge 
of  payrolls  has  many  other  duties. 

Once  the  paymaster  has  collected  all  the  data,  the  preparation  of  the 
check  itself  sometimes  creates  certain  problems.  If  there  is  much  turn- 
over, it  is  often  advisable  to  prepare  termination  checks  from  a  sepa- 
rate number  series  and  to  record  them  on  a  separate  termination  pay- 
roll. In  very  large  operations  it  is  even  a  good  idea  to  have  termination 
checks  of  a  different  size,  shape,  or  color,  so  that  they  will  show  up 
quickly  in  bank  reconciliations. 

Most  termination  checks  are  handed  to  the  employee  directly.  Some- 
times the  terminated  employee  will  receive  his  form  W-2  and  his  copy 
of  the  termination  slip  with  the  check.  When  this  procedure  is  fol- 
lowed, the  man  may  be  asked  to  sign  off  on  the  termination  payroll. 
Some  companies  mark  either  the  check  or  the  voucher  with  such  words 
as  "termination"  or  "final  check."  Usually,  however,  the  check  is 
merely  handed  to  the  employee,  and  when  he  cashes  it,  the  cancelled 
check  serves  as  a  receipt  for  the  payment.  This  procedure  is  generally 
adequate. 

When  the  man  is  not  present  to  accept  the  check  in  person  there  are 
other  special  considerations.  If  the  check  is  sent  through  the  mail,  it  is 
well  to  send  it  by  registered  or  certified  mail  to  minimize  the  risk  of 
forgery  or  delivery  to  the  wrong  party.  If  the  check  is  sent  through  the 
employee's  labor  union,  certified  mail  will  provide  evidence  of  the  fact 
that  it  was  received  by  the  union,  and  the  identity  of  the  person  re- 
ceiving it.  Often  retroactive  paychecks  are  sent  to  the  union,  and  it  is 
well  to  have  someone  in  authority  at  the  union  hall  sign  a  receipt  for 
the  whole  retroactive  payroll. 
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Special  payroll  problems 

Wage  regulation:  It  is  not  the  purpose  of  this  volume  to  supply 
detailed  coverage  of  special  wage  regulation.  However  it  is  worthwhile 
mentioning  the  more  important  federal  laws  affecting  construction  pay- 
rolls. Foremost  of  these  is  the  National  Labor  Relations  Act,  which 
controls  all  dealings  between  employers  and  any  employees  who  wish 
to  bargain,  collectively  or  otherwise,  regarding  wages,  working  con- 
ditions or  any  other  pertinent  matter. 

Second  in  importance  to  the  National  Labor  Relations  Act  is  the 
Fair  Labor  Standards  Act  (the  so-called  "wage  and  hour  law").  It  has 
been  held  that,  for  some  new  construction,  even  when  U.S.  government 
financed,  the  wage  and  hour  law  is  inapplicable  because  it  deals 
wholly  with  interstate  commerce.  Just  why  this  is  limited  to  new  con- 
struction has  never  been  too  clear,  but  it  remains  so  at  this  writing. 

On  U.S.  government  contracts  the  Bacon-Davis  Act,  the  Copeland 
Act  and  the  Walsh-Healey  Public  Contracts  Act  all  deal  with  measures 
to  assure  everyone  concerned  that  all  employees  are  paid  at  hourly 
rates  equal  to  or  greater  than  those  set  by  the  contract;  that  there  are 
no  "kickbacks"  required;  and  that  no  unauthorized  deductions  are 
taken  from  the  employees'  pay.  On  all  U.S.  government  work  it  is  well 
to  determine  the  effect  of  these  acts  on  the  contract,  at  or  before  the 
time  the  contractor's  bid  for  the  work  is  submitted.  Certainly  such  a 
determination  should  be  made  no  later  than  the  time  that  the  contract 
is  signed.  Sometimes  rates  set  by  the  Secretary  of  Labor  upset  local 
differentials  or  otherwise  create  difficulties.  Very  often  it  is  necessary 
to  get  special  permission  in  advance  to  make  such  payroll  deductions 
as  charitable  contributions  or  even  camp  or  mess  hall  deductions. 

Many  state  and  local  governments  have  similar  laws  governing  pay- 
rolls on  their  contract  jobs.  It  is  wise  to  inquire  at  the  time  of  bidding, 
and  again  at  the  time  of  signing  public  contracts,  exactly  what  the 
rules  are  for  that  particular  job. 

Attachments:  Every  contractor  deals  with  a  certain  number  of 
creditor  claims  which,  by  law,  must  be  deducted  from  employees'  pay- 
checks. Creditors  and  ex-wives  are  the  source  of  most  executions,  gar- 
nishments, or  attachments  of  wages  and,  if  any  of  these  documents  is 
served  on  an  employer,  he  renders  himself  personally  liable  if  he  pays 
the  employee  without  satisfying  the  levy.  The  same  is  true  of  assign- 
ments of  wages. 

It  is  important  to  know  the  rules  of  the  state  where  the  payroll  is 
being  made  when  such  claims  arise.  It  is  good  business  practice,  from 
the  employer's  point  of  view,  to  use,  where  possible,  every  available 
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means  to  protect  employees  from  levies  of  this  type,  and  to  know  every 
legal  means  available,  without  undue  expense,  to  nullify  or  mitigate 
their  effect.  However,  once  an  employee's  creditors  are  levying  on  his 
paycheck  regularly  it  is  better  business,  ordinarily,  to  lay  him  off  and 
employ  someone  else.  There  are  several  reasons  why  this  course  should 
be  followed. 

First,  a  man  in  financial  or  domestic  difficulties,  or  both,  is  not  likely 
to  be  a  good  employee.  Second,  if  it  finally  becomes  necessary  to  lay  a 
man  off  because  the  garnishments  are  taking  all  his  paycheck,  it  is  bet- 
ter for  job  morale  to  have  taken  strong  steps  for  his  protection  at  the 
outset.  Third,  a  construction  company,  particularly  a  large  one,  can 
easily  let  itself  become  a  collection  agency  for  every  credit  store  and 
finance  company  in  the  area  if  it  cooperates  too  freely  with  its  em- 
ployees' creditors.  Fourth,  a  lineup  of  collectors,  process  servers,  book 
makers,  and  ex-wives  at  the  pay  window  can  deter  capable  employees 
from  working  for  a  contractor  who  permits  such  a  situation  to  develop. 

Any  attempted  collusion  between  employees  and  paymasters,  fore- 
men, and  others  to  defeat  the  creditors  and  save  the  harassed  em- 
ployees' jobs  by  extra-legal  means  can  only  result  in  additional  trouble 
for  the  employer.  Often  such  actions  may  result  in  actual  financial 
liability  for  the  employer.  Such  misdirected  sympathy  should  be 
strictly  forbidden,  and  when  discovered  should  be  grounds  for  disci- 
pline. All  employees  should  have  careful  instructions  to  immediately 
report  to  the  head  office  the  service  or  attempted  service  of  any  legal 
document. 

Advances:  Payroll  advances  are  a  necessary  evil.  They  should  be 
discouraged  as  much  as  possible  because,  when  used  to  excess,  they  can 
materially  increase  the  cost  of  preparing  payrolls.  One  way  to  discour- 
age them  is  to  require  written  authorization.  Also,  a  company  loan 
fund  to  provide  wage  and  salary  loans  at  reasonable  interest  rates 
might  be  provided. 

Payday:  If  the  job  is  working  six  days  a  week,  payday  should  be 
Saturday  afternoon.  If  the  job  is  working  five  days  a  week,  payday 
should  be  Friday.  Hangover  inefficiency  and  absenteeism  may  be  held 
to  a  minimum  by  this  means. 

Fraud:  Payroll  fraud  has  occurred  in  one  form  or  another  any 
time  people  are  paid  for  time  not  spent  or  work  not  done.  If  labor 
productivity  falls  below  a  reasonable  standard,  one  of  the  possible  ex- 
planations is  payroll  fraud,  which  must  therefore  be  considered  when 
the  unit  costs  of  labor  go  up.  Often,  however,  the  amounts  involved 
are  either  not  large  enough,  or  cost  keeping  on  labor  is  not  accurate 
enough  to  cause  fraud  to  show  up  in  this  way. 
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IMPORTANT 

Enclosed  is  a  Withholding  Tax  Statement  (Form  W-2), 
showing  your  earnings  on  the  contract  indicated.    If 
your  record  of  earnings  is  different  from  the  enclosed 
Form  W-2,  please  fill  out  this  card  and  return.. 


Name. 


Social  Security  Number 

Correct  Earnings W-2  Earnings- 
Termination  Date 

Location  of  Work 


Fig.  8.31      Information  card 

//  this  notice  is  enclosed  with  the  employee's  copy  of  the  Form 
W-2,  payroll  errors  and  frauds  may  be  discovered. 


The  next  best  substitute  is  alert  auditing.  Surprise  face  checks  for  ab- 
senteeism; surprise  distributions  of  paychecks  by  someone  outside  the 
payroll  department;  transferring  accountants,  timekeepers,  and  fore- 
men so  that  collusion  will  tend  to  be  broken  up  before  it  starts;  regu- 
lar reconciliation  of  payroll  bank  accounts;  regular  comparison  of 
endorsements  on  checks  with  known  signatures — all  these  and  many 
similar  devices  are  effective  in  creating  the  greatest  safeguard  of 
all,  the  knowledge  by  all  concerned  that  the  payrolls  are  being  checked 
and  that  fraud  will  probably  be  discovered. 

One  possible  source  of  control  that  is  often  overlooked  is  the  em- 
ployee's own  records.  Some  companies  now  send  out  with  the  em- 
ployee's withholding  receipt  (Form  W-2)  an  information  card  (Fig. 
8.31).  When  these  forms  reach  the  employee  they  occasionally  turn  up 
payroll  padding  that  has  gone  undetected  for  months,  or  even  years. 
A  single  disclosure  of  this  kind  can  prove  a  more  potent  deterrent  to 
payroll  fraud  than  hundreds  of  hours  of  auditing. 


9 


Accounting  for  Materials  and 
Supplies 


The  object  of  accounting  for  materials  and  supplies  is  to  help 
management  collect  for  them.  Management  cannot  ordinarily  collect 
for  materials  or  supplies  that  are  stolen,  lost,  wasted,  or  spoiled  by 
exposure,  nor  can  it  collect  for  materials  or  supplies  not  included,  in 
one  way  or  another  in  the  amounts  billed  to  customers.  This  means 
that  physical  as  well  as  financial  controls  are  needed,  and  one  without 
the  other  cannot  protect  the  contractor  from  losses.  The  fact  that 
materials  and  supplies  are  usually  charged  directly  to  cost  does 
not  mean  that  they  have  been  fully  expended  at  the  time  they  are 
sent  to  the  job.  They  represent  a  very  real,  and  usually,  a  very  sub- 
stantial value  and  unless  that  value  is  protected  it  can  easily  be  lost. 

Physical  control 

Physical  control  of  materials  and  supplies  involves  four  steps: 

1.  Control  of  purchasing 

2.  Control  of  receiving 

3.  Protection  against  misappropriation  or  theft 

4.  Protection  against  loss  or  damage. 

160 
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Purchasing  has  been  discussed  in  Chapter  5.  It  is  enough  here  to 
point  out  that  theft,  loss,  waste,  or  spoilage  cannot  cost  the  contractor 
any  money  unless  it  occurs  after  he  has  received  the  goods.  Buying 
and  scheduling  deliveries  only  as  materials  and  supplies  are  needed, 
can  avoid  a  great  many  of  the  problems  of  physical  control  before  they 
arise.  When  material  shortages,  rising  price  levels  or  other  special 
conditions  call  for  buying  in  advance  of  requirements,  the  costs  of 
storage,  handling,  and  protection  must  be  considered  in  deciding 
what,  when,  and  how  much  to  buy. 

The  problems  of  receiving  and  protecting  materials  and  supplies 
vary  with  specific  conditions.  Therefore,  it  is  usually  an  oversim- 
plification to  say  that  any  particular  contractor  has  a  good  or  bad 
system  for  handling  materials  and  supplies.  Any  system  may  be  good, 
bad,  or  indifferent  depending  upon  the  circumstances.  That  is  why 
problems  of  materials  and  supplies  accounting  are  frequently  trouble- 
some in  the  construction  industry. 

This  difficulty  does  not  mean  that  a  construction  company  cannot 
adopt  standard  forms  and  procedures  for  its  materials  and  supplies 
accounting.  On  the  contrary,  such  action  is  absolutely  essential  in 
maintaining  the  required  controls.  It  does  mean  that  the  establish- 
ment of  a  system  is  only  the  first  step.  Continually  changing  conditions 
call  for  corresponding  variations  in  the  application  and  use  of  the 
standard  forms  and  procedures,  for  supplementing  them,  suspending 
some  parts,  extending  others,  and  so  on. 

Unlike  manufacturing  systems  which,  once  established,  can  be 
policed  and  operated  satisfactorily  for  indefinite  periods,  the  con- 
struction industry  must  devise  its  accounting  systems  for  flexibility  and 
apply  them  in  accordance  with  current  job  requirements.  For  that 
reason,  this  chapter  confines  itself  to  those  problems,  principles,  pro- 
cedures, and,  most  of  all,  to  those  objectives  that  a  contractor  or  his 
accountant  must  consider  in  controlling  and  accounting  for  materials 
and  supplies. 

Physical  control  at  the  job  site 

In  approaching  the  problems  of  physical  control  over  materials 
and  supplies  delivered  to  the  site  of  a  construction  job,  these  ques- 
tions must  be  considered: 

1.  What  can  be  done  to  make  sure  we  receive  everything  we  sign 
for? 

2.  Is  it  easy  to  steal? 

3.  Is  it  worth  stealing? 
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4.  Can  the  weather  hurt  it? 

5.  Does  the  risk  of  loss  justify  the  cost  of  protection? 

6.  At  the  time  it  is  physically  used  on  the  job,  will  the  resulting 
paper  work  cause  the  proper  cost  account  to  be  charged  with  the 
correct  amount  of  cost? 

A  few  examples  of  how  these  questions  are  analyzed  and  answered 
under  a  variety  of  job  conditions  will  serve  to  suggest  the  way  similar 
problems  arising  on  specific  jobs  or  under  specific  circumstances  may 
be  treated. 

Stone:  The  least  vulnerable  of  all  construction  materials  is 
stone  or  riprap  rock.  Its  weight  is  determined  at  the  quarry;  it  is  not 
worth  stealing;  and  it  is  completely  impervious  to  weather.  It  is  al- 
most invariably  charged  directly  to  the  job  at  the  time  of  purchase 
and  is  extremely  difficult  to  divert  to  other  jobs.  If  it  is  hauled  by 
rail  to  the  job  site,  care  must  be  exercised  to  see  that  it  is  unloaded 
as  quickly  as  possible  to  save  demurrage  on  the  railroad  cars,  although 
sometimes  it  is  cheaper  to  pay  demurrage  than  it  is  to  handle  the  rock 
twice. 

Steel:  Prefabricated  steel  beams,  which  are  usually  placed  when 
delivered,  rarely  cause  any  protection  problems.  They  would  be  diffi- 
cult and  costly  to  steal  and  weather  cannot  harm  them.  Still,  during 
the  severe  steel  shortage  in  the  early  stages  of  World  War  II,  some 
steel  beams  stockpiled  on  construction  jobs  were  stolen.  If  such  a 
risk  were  substantial  it  would  be  necessary  to  evaluate  the  potential 
delay  to  the  job  as  well  as  the  cost  of  replacing  the  beams  in  deciding 
how  much  could  or  should  be  spent  for  protection. 

Cement  and  concrete:  Ready-mix  (and  usually  dry-batch)  con- 
crete is  placed  immediately  upon  arrival  at  the  job  site.  Here  the  con- 
tractor faces  either  the  receiving  problems  inherent  in  pouring  the 
concrete  or  excessive  waiting-time  charges  for  failure  to  unload  it  in 
the  time  allowed,  or  both.  Insofar  as  the  receiving  problems  are  con- 
cerned, it  is  usually  sufficient  to  compare  the  cubic  content  of  the 
forms  filled  in  each  day's  pour  with  the  yardage  shown  on  the  delivery 
tickets  for  that  day.  It  is  necessary  to  scale  the  forms  anyway  in  order 
to  determine  the  amount  to  order.  Sometimes  the  requisite  physical 
control  of  concrete  can  be  secured  at  the  batch  plant;  sometimes 
weighing  is  required.  Either  way,  it  must  be  remembered  that  it  al- 
ways takes  more  than  a  cubic  yard  of  material  to  make  a  cubic  yard 
of  concrete.  Usually,  however,  scaling  the  forms  is  adequate.  Excessive 
waiting  time  is  essentially  an  operational  problem,  but  since  it  in- 
creases the  cost  of  materials,  it  becomes  a  matter  of  concern  to  any- 
one responsible  for  materials  and  supplies  accounting  (Chap.  13). 
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Concrete  may  be  mixed  at  the  job  site:  if  the  volume  required  is 
large  enough  to  make  it  profitable;  if  the  forms  cannot  be  reached 
with  ready-mix  trucks;  if  the  haul  is  too  long;  or  if,  for  some  reason, 
ready-mixed  concrete  is  not  economical.  Job  site  mixing  calls  for 
stockpiles  of  sand,  gravel,  and  sometimes  crushed  rock.  On  large 
jobs,  if  a  local  deposit  can  be  found,  sand  and  aggregate  are  often 
produced  at  the  site  and  materials  of  this  kind  rarely  create  any  stor- 
age or  protection  problems. 

Even  if  such  materials  are  hauled  in  by  truck  and  stockpiled,  the 
value  per  cubic  yard  is,  as  a  rule,  not  large  enough  to  justify  the  cost 
of  any  substantial  security  measures.  Usually  it  is  enough  to  scale  the 
stockpile  occasionally  and  compare  it  with  the  amount  that  should  be 
on  hand  after  allowing  for  the  amount  that  had  to  go  into  the  volume 
of  concrete  already  poured.  Sand  used  for  gunite  operations  must,  of 
course,  be  kept  dry,  and  it  is  sometimes  necessary  either  to  store  it 
indoors  or  to  cover  it  with  tarpaulins.  Bulk  cement  is  usually  delivered 
into  silos  where  its  quantity  can  easily  be  checked  and  where  it  is 
protected  from  the  weather.  It  is  a  simple  matter  to  padlock  the  load- 
ing gates  on  the  chutes  to  prevent  theft. 

Materials  requiring  medium  protection:  Rough  lumber,  rein- 
forcing wire  or  steel,  pipe  (whether  concrete,  clay,  steel  or  cast  iron), 
conduit,  steel  scaffolding,  steel  concrete  forms,  form  ties  and  clamps, 
drums  of  form  oil,  bricks,  concrete  blocks,  clay  tile,  and  metal  lath 
are  typical  of  a  large  group  of  items  which  may  or  may  not  be 
stored  out  of  doors  depending  upon  local  weather  condition's.  Usually 
when  the  weather  is  good  enough  to  permit  construction  to  proceed, 
it  is  good  enough  to  permit  such  items  to  be  stored  outside.  However, 
many  of  these  item  are  vulnerable  to  theft  and  if  the  job  location 
is  such  that  it  can  be  readily  reached  by  truck,  it  frequently  pays  to 
store  such  items  inside  a  fenced  enclosure  protected  by  a  watchman, 
floodlights,  a  burglar  alarm,  or  all  of  these.  The  receiving  problems 
generally  encountered  in  dealing  with  the  types  of  items  just  dis- 
cussed, and  those  encountered  in  dealing  with  items  in  the  group  to 
follow,  are  enough  alike  so  that  the  two  groups  may  be  discussed  to- 
gether insofar  as  receiving  procedures  are  concerned. 

Materials  requiring  much  protection:  Finish  lumber,  sash, 
doors,  nails,  finish  hardware,  plumbing  and  electrical  fixtures,  sacked 
cement,  plaster  and  lime,  finish  tile,  wire,  switchboxes,  acoustical 
tile,  floor  coverings,  heating  and  air  conditioning  units,  hand  tools, 
surveying  instruments,  pneumatic  and  power  tools,  hose,  hard  hats, 
raincoats,  rubber  boots,  extension  cords,  small  motors,  small  pumps, 
bench  grinders  and  light  welding  equipment  and  supplies — all  are 
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typical  of  the  kinds  of  materials  and  supplies  which  require  maximum 
protection  from  the  weather  and  are  extremely  vulnerable  to  theft. 
Another  group  of  items  frequently  classed  with  this  group  is  gaso- 
line, lubricating  oil,  repair  parts  and  tires.  Since  gasoline  and  oil  are 
usually  stored  in  drums  or  in  underground  tanks,  they  do  not  re- 
quire as  much  protection  against  the  weather  but  their  vulnerability 
to  fire  and  theft  is  very  high. 

When  stored  at  the  job  site,  items  in  these  groups  should  be 
stored  under  cover  and  under  lock  and  key.  Materials  to  be  incor- 
porated into  the  work  should  be  issued  only  at  the  request  of  the 
foreman  whose  crew  is  installing  them  and  usually  in  quantities  not 
exceeding  one  day's  requirements.  Tools  should  be  checked  out 
either  on  tool  check,  brass  (Chap.  8),  or  charge-out  slip.  Supplies 
should  be  signed  for  when  taken.  If  problems  of  time,  distance,  or 
volume  make  it  impractical  to  charge  out  tools  individually,  they 
may  be  checked  out  to  the  foreman,  who  is  then  made  responsible 
for  their  return. 

It  is  foolish  for  the  contractor  to  think  that  the  job  is  too  small  or 
that  he  knows  his  men  too  well  for  this  precaution.  A  small  operation 
where  tools  and  supplies  in  this  class  are  loosely  handled  can  lose  as 
much  (or  more)  proportionately,  as  a  large  one.  It  is  true  that  many 
smaller  construction  companies  issue  such  items  from  a  stockroom, 
but  if  this  practice  is  not  feasible  even  a  small  job  cannot  afford  to  be 
without  a  locked  tool  shack  and  a  padlock  on  the  spigot  of  the  gaso- 
line drum.  Where,  as  frequently  happens,  lumber,  bricks,  concrete 
blocks,  or  similar  materials  are  stockpiled  without  physical  protection, 
it  is  usually  wise  to  employ  a  local  watchman  service  to  cover  the 
area  in  its  regular  rounds.  Sometimes,  also,  the  area  may  be  flood- 
lighted. In  the  absence  of  such  precautions,  a  contractor  may  find  him- 
self providing  the  entire  neighborhood  with  materials  for  outhouses 
and  chicken  coops. 

Receiving   materials  and  supplies 

A  great  deal  of  money  may  be  saved  by  taking  proper  precautions 
when  receiving  job  site  deliveries  of  materials  and  supplies  of  the 
kinds  mentioned  in  the  last  two  groups.  To  be  certain  the  items 
delivered  correspond  with  the  delivery  receipt,  someone  must  count 
or  measure,  inspect,  and  sign  for,  each  incoming  delivery.  On  large 
jobs  where  one  or  more  warehousemen  are  employed,  incoming 
deliveries  can  be,  and  usually  are,  checked  and  counted.  The  more 
difficult  problems  arise  on  smaller  jobs  where  volume  does  not 
justify  the  employment  of  a  receiving  clerk. 
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Ordinarily,  the  key  to  adequate  receiving  procedures  is  knowing 
when  deliveries  are  to  be  made  and  having  someone  there  to  receive 
them.  In  other  words,  the  problem  is  primarily  one  of  timing  and 
scheduling  so  that  responsibility  can  be  narrowed  down  to  one  or  two 
people.  If,  as  so  often  happens,  there  is  no  fixed  responsibility  for 
receiving,  material  shortages  will  inevitably  develop. 

It  is  standard  commercial  practice  for  the  person  making  the 
delivery  to  secure  the  signature  of  someone  acknowledging  receipt 
of  the  shipment.  It  is  entirely  practical  to  require  the  person  signing 
to  take  whatever  steps  may  be  reasonable  in  the  circumstances  to  check 
any  deliveries  for  which  he  signs.  This  procedure  is  basic.  If  such  a 
check  is  not  made,  there  can  be  little  or  no  control  of  receiving  ma- 
terials or  supplies. 

If  the  operation  is  too  small  for  a  job  warehouse  but  large  enough 
for  a  field  office,  the  field  clerk  or  timekeeper  will  usually  be  the 
logical  person  to  check  in  materials  and  supplies.  If  a  repairman  or 
maintenance  man  is  on  the  job,  he  can  be  made  responsible  for  re- 
ceiving spare  parts,  tires,  gasoline,  and  oil.  On  very  small  jobs,  the 
foreman  may  be  made  responsible  for  receiving  although,  generally 
speaking,  a  foreman's  time  can  be  more  profitably  spent  in  planning 
and  supervision.  Deliveries  of  materials  to  job  site  locations  may  have 
to  be  checked  and  signed  for  by  the  foreman  for  lack  of  anyone  else 
to  whom  the  work  can  be  delegated. 

If  traveling  timekeepers  or  job  accountants  are  used  to  cover  more 
than  one  job,  it  is  often  possible  to  schedule  deliveries  and  the  time- 
keeper's visits  so  that  the  two  coincide  at  least  most  of  the  time.  The 
foreman  can  then  handle  such  current  deliveries  as  those  of  ready-mix 
concrete.  It  is  not  uncommon  for  a  subcontractor  to  find  that  his 
part  of  the  work  on  a  particular  job  is  not  large  enough  to  justify 
having  his  receiving  done  by  his  own  personnel.  In  such  cases,  it  is 
often  possible  to  arrange  with  the  prime  contractor  or  one  of  the 
larger  subcontractors  to  accept  his  deliveries.  Occasionally  a  foreman 
will  find  that  he  has  a  truck  driver  or  a  laborer  on  the  job  to  whom 
he  can  safely  assign  receiving  duties.  In  this  event,  or  if  the  foreman 
handles  receiving  personally,  even  the  smallest  job  can  have  the 
protection  to  be  obtained  from  checking  the  materials  and  supplies 
actually  received  against  the  items  shown  on  the  delivery  receipts. 
The  main  thing  is  to  recognize  receiving  as  a  major  source  of  potential 
savings;  to  see  that  safeguards  that  are  practical  under  the  circum- 
stances are  embodied  in  a  set  of  procedures  to  meet  the  problems 
peculiar  to  the  job;  and  then  to  see  that  those  procedures  are  enforced. 

In  this  connection  it  should  be  stressed  that  no  procedure,  by  itself, 
will  operate  successfully.  It  must  be  policed.  If  the  contractor  is  on 
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the  job  personally,  he  should  check  occasionally  to  see  that  the  re- 
ceiving routines  are  being  followed.  If  the  company  is  large  enough 
to  use  a  general  superintendent  or  a  field  auditor,  then  that  person 
should  make  job  site  receiving  procedures  one  of  the  points  on  his 
regular  checklist. 


Job  site  storage 

In  discussing  physical  control  of  job  site  deliveries,  six  questions 
were  posed  as  tests  to  determine  what  controls  and  protective  measures 
were  justified  on  any  particular  job.  The  same  tests  are  applicable 
where  materials,  supplies,  and  small  tools  are  kept  in  a  stockroom,  a 
warehouse  or  a  yard.  Basically,  any  successful  system  for  physical  con- 
trol follows  these  four  rules: 

1.  If  you  are  charged  for  something,  be  sure  you  receive  it. 

2.  Once  you  have  it,  store  it  where  you  can  find  it. 

3.  Be  sure  it  is  safe  from  theft  and  the  weather. 

4.  When  you  release  it,  be  sure  you  know  who  took  it;  what  he  got 
it  for;  whether  he  has  a  right  to  have  it. 

Even  the  smallest  of  construction  companies  has  a  back  room  or  a 
shed  where  some  materials,  supplies,  and  small  tools  are  kept.  The 
larger  companies,  of  course,  have  yards  and  warehouses  in  which  may 
be  found  a  large  variety  of  materials,  supplies,  tools,  and  equipment. 
Between  the  two  extremes  are  all  sizes  and  kinds  of  off-job  storage 
facilities.  Some  types  of  contractors  (plumbers  and  electricians,  for 
example),  may  keep  a  considerable  inventory  of  new  materials  and 
supplies  on  hand  for  delivery,  as  needed,  to  the  jobs.  Others  use  their 
stockrooms,  warehouses,  and  yards  principally  to  store  used  materials, 
equipment,  and  supplies  brought  in  off  the  jobs  as  surplus  or  salvage. 
In  most  construction  companies,  off-job  storage  facilities  are  used  for 
both  purposes. 

If  practical  and  economical,  there  is  no  better  way  to  control  ma- 
terials and  supplies  at  the  job  site  than  to  send  them  out  only  as 
needed,  which  may  well  require  a  warehouse  stock.  An  excellent 
example  of  this  type  of  operation  is  found  among  plumbing  and 
painting  contractors  working  on  small  jobs.  Such  a  procedure  will  be 
satisfactory  for  some,  but  not  all,  types  of  materials  and  jobs.  For 
example,  a  plumber's  repair  truck  will  usually  be  a  small  stockroom 
on  wheels.  However,  if  a  particular  job  calls  for  setting  a  water 
heater,  that  item  will  come  from  general  stock,  as  will  the  soil  pipe 
or  galvanized  pipe  required  for  the  work  scheduled  for  a  particular 
day.  With  such  repair  trucks,  it  is  not  unusual  for  the  operator  to 


JOB    SITE   STORAGE 


167 


turn  in  a  daily  or  weekly  stockroom  order  for  the  items  used,  so  that 
a  standard  stock  can  always  be  maintained  on  the  truck.  Or,  the 
operator  may  turn  in,  for  each  job,  a  report  (Fig.  9.1)  from  which  a 
stockroom  requisition  may  be  prepared  in  the  office. 

There  are  other  examples  of  job  site  storage  in  which  the  problems 
and  procedures  are  so  similar  to  those  of  the  off-job  stockroom  or  ware- 
house that  they  may  be  considered  together.  The  supply  room  (or 
supply  barge)  on  a  hydraulic  dredge,  the  truck-mounted  rolling 
warehouse  used  by  road  and  pipeline  contractors,  and,  of  course,  the 
job  site  warehouse  often  maintained  on  large  building  jobs,  may  well 


PLUMBER'S  REPORT 


Work  Order  No_ 


Fig.  9.1      Plumber's  report 

This  form  is  commonly  used  as  a  source  of  materials  and  time 
control,  and  of  billing  data,  from  repair  truck  operations. 
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all  be  operated  in  the  same  way  as  a  stockroom  at  the  site  of  the  con- 
tractor's general  office. 

One  fact  cannot  be  overemphasized.  If  it  is  worthwhile  to  main- 
tain a  stock  of  materials,  supplies,  and  equipment,  it  is  worthwhile 
to  maintain  adequate  control  over  it.  A  stockroom  or  warehouse  to 
which  everyone  has  access  is  an  open  invitation  to  theft,  misappropria- 
tion, and  waste.  In  such  a  stockroom  or  warehouse  the  contents  will 
tend  to  be  continuously  disarranged  so  that,  even  when  desired  articles 
are  there  and  in  usable  condition,  it  takes  so  much  time  and  effort  to 
find  them  that  it  is  easier  (and  sometimes  cheaper)  to  buy  more  than 
to  try  to  locate  those  on  hand.  Even  when  the  desired  materials  or  sup- 
plies can  be  found  in  such  a  warehouse,  the  chances  are  good  that 
when  they  reach  the  job  they  will  be  found  to  be  in  unusable  condi- 
tion, with  the  result  that  the  job  is  delayed  and  more  cost  is  incurred 
than  if  the  warehouse  stock  had  been  ignored  in  the  first  place. 

Usually,  unless  a  contractor's  operation  is  very  small  indeed,  it 
pays  to  have  one  employee  stationed  in  the  stockroom  or  warehouse  to 
receive  incoming  shipments,  clean  up  and  repair  the  equipment,  check 
outgoing  shipments,  maintain  whatever  stock  and  equipment  records 
may  be  necessary,  and  keep  whoever  is  doing  the  buying  advised  of 
the  items  that  are  on  hand  so  that  they  will  not  be  duplicated. 

In  very  small  operations,  these  functions  are  usually  performed  by 
the  contractor  himself  or  by  a  combination  bookkeeper,  purchasing 
agent,  and  stock  clerk,  in  much  the  same  way  that  a  field  clerk  might 
operate  a  small  stockroom  on  a  job  site.  However  it  may  be  done,  un- 
less someone  is  on  duty  in  the  warehouse  or  stockroom  full  time,  only 
one,  or  at  most,  two  people  should  have  access  to  the  key. 

One  common  mistake,  when  operating  an  unattended  warehouse  or 
stockroom,  is  to  give  a  job  superintendent  a  key  and  tell  him  to  send 
a  man  down  to  pick  up  whatever  equipment  or  supplies  he  may  need. 
It  would  be  an  unusual  superintendent  who  did  not  take  more  than 
he  needed  and  an  unusual  truckdriver  who  did  not  see  numerous 
articles  for  which  he  could  find  a  good  use  or  a  ready  market.  Eventu- 
ally there  would  be  an  unknown  number  of  duplicate  keys  made  and 
the  contractor's  inventory  would  be  there  for  the  taking  by  any  dis- 
honest employee  who  wanted  to  buy  a  key.  Also,  if  such  a  policy  had 
been  in  effect  for  any  substantial  period  of  time,  the  stock  would 
usually  be  in  such  confusion  that  stolen  items  would  never  be  missed. 
In  correcting  such  a  situation,  the  first  step  is  to  change  the  locks. 

Thus  far,  little  or  nothing  has  been  said  about  protection  from  the 
elements  of  materials  and  supplies  stored  off  the  job.  Stockrooms 
and  warehouses  present  no  problem  so  long  as  the  roof  and  windows 
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are  tight.  Sometimes,  in  taking  over  a  different  warehouse,  the  roof 
and  windows  will  be  checked  for  leaks,  but  no  attention  will  be  paid 
to  the  possibility  of  the  floor  being  wet.  It  is  a  point  worth  consider- 
ing, particularly  if  cement,  nails  or  any  other  materials  or  supplies 
that  would  be  damaged  by  moisture  are  to  be  stored. 

A  contractor's  yard  sometimes  includes  a  warehouse  or  shed.  The 
outdoor  portion  would  then  be  used  to  store  the  things  which  can- 
not be  harmed  by  the  weather.  The  yard  should  be  protected  by  a 
wire  mesh  fence,  at  least  seven  feet  high,  and,  depending  on  circum- 
stances, the  fence  may  be  supplemented  by  a  watchman  service,  flood- 
lights, a  burglar  alarm,  or  all  three. 

Control  forms  and   procedures 

The  preceding  pages  have  dealt  with  the  purely  physical  aspects  of 
controlling  inventories  of  materials  and  supplies.  But  specific  forms 
and  procedures — paper  work — are  also  important.  The  exact  pro- 
cedures described  illustrate  methods  that  have  been  used  successfully. 
Naturally,  they  do  not  cover  all  possible  situations.  They  do  indicate 
how  the  problem  may  be  approached,  the  tests  for  determining  the 
effectiveness  of  any  particular  form  or  procedure,  and  how  it  may  be 
modified  to  fit  a  wide  variety  of  circumstances. 

The  materials  budget:  One  of  the  best  over-all  checks  on  ma- 
terials is  the  materials  budget.  Many  contractors  prepare  a  standard 
bill  of  materials  (Fig.  9.2),  a  materials  take-off,  or  some  other  detailed 
list  of  materials  required  for  a  particular  project  in  order  to  "buy  the 
job"  at  its  inception.  When  such  a  list  is  drawn  up,  it  is  a  simple  mat- 
ter to  require  that  any  further  materials  purchased  or  requisitioned  for 
that  project  be  specially  authorized.  Requests  for  further  purchases, 
or  additional  requisitions  on  the  warehouse  are,  of  course,  investigated 
and  usually  reveal  weaknesses  at  some  point  in  the  procedure.  Even 
if  the  jobs  are  not  "bought"  at  their  inception,  the  principle  can  still 
sometimes  be  applied  if  requirements  are  determined  in  advance  of 
use. 

There  are  two  principal  objections  to  the  use  of  the  materials 
budget.  First,  it  is  argued  that  it  causes  extra  work  when  there  are 
change  orders.  But  if  a  control  is  useful  it  is  worth  a  certain  amount 
of  additional  work.  Also  the  materials  required  by  an  additive  change 
order,  or  for  which  credit  must  be  given  on  a  subtractive  order,  must 
be  determined  in  negotiating  the  price,  and  hence  any  additional 
work  would  be  negligible. 

Second,  it  is  argued  that  the  cost  of  keeping  a  current  record  of 
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LUMBER.  MILLWORK.  AND  OTHER  CARPENTRY  MATERIALS   (7A) 

"•  COST  ESTIMATE 


A.    BUILDING  LAYOUT 


B.    FORMS  AND  SCREEDS 


c.  Wood  Floors  and  framing 


O.    EXTERIOR  WALLS 


E.   ROOF   FRAMING  and  sheathing 


F.  EXTERIOR  TRIM 


Sub-total  --  estimated  cost  of  lumber,  millwork.  and  other 

pAftPE/tTRY  MATERIALS    [TRANSFER    TO   FORM    107B) 


Fig.  9.2     Materials  list  for  lumber 

This  form  is  often  used  as  a  take-off  sheet.  If  the  material  take-off 
has  been  prepared  on  working  paper,  this  kind  of  sheet  is  used  to 
summarize  the  materials  required  so  that  purchase  orders  may  be 
written  as  needed.  If  a  materials  budget  is  used,  one  sheet  of  this 
type  may  be  used  for  each  kind  of  lumber  included  in  the  budget. 
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materials  charges  is  excessive  in  relation  to  the  benefits  received.  This 
argument  is  obviously  not  sound  since  the  materials  list,  once  made, 
constitutes  the  basic  control.  If  a  separate  sheet  of  the  general  type 
(Fig.  9.2)  is  used  for  each  kind  of  material  to  be  controlled,  it  takes 
only  seconds  to  reduce  the  balance  on  the  sheet  by  the  amounts  of  in- 
coming deliveries. 

Users  of  the  materials  budget  point  to  some  dramatic  positive  re- 
sults. One  West  Coast  tract  builder,  for  example,  has  claimed  that 
his  materials  budget  led  to  elimination  of  losses  equal  to  9  per  cent 
of  his  total  material  costs. 

Purchasing  forms  and  procedures:  Purchasing  policies,  as  noted 
above,  may  contribute  heavily  to  the  effectiveness  of  accounting  for 
materials  and  supplies,  by  so  scheduling  deliveries  as  to  minimize  the 
need  for  physical  storage  and  control  at  the  job  site.  However,  at- 
tempts to  tie  materials  and  supplies  accounting  to  purchasing  routines, 
as  distinguished  from  purchasing  policies,  generally  result  in  costly 
and  time-consuming  paper  work,  the  results  of  which  do  not  justify 
the  cost. 

There  are  three  important  exceptions  to  this  general  rule.  The  first 
exception  is  the  practice  of  pricing  purchase  orders  (Chap.  5).  This 
routine  provides  valuable  internal  auditing  data  and  is  the  most  prac- 
tical check  on  the  pricing  of  invoices. 

The  second  exception  is  the  preparation  of  the  job  copy  of  pur- 
chase orders  and  purchase  contracts.  By  sending  a  copy  of  every  pur- 
chase order  and  purchase  contract  to  the  job  superintendent  as  soon 
as  the  order  is  placed  or  the  contract  negotiated,  it  is  possible  to  give 
the  jobs  notice  of  what  has  been  bought  and  when  and  how  it  is  to  be 
delivered.  If  there  is  a  delay  of  more  than  24  hours  between  placing 
an  order  or  negotiating  a  purchase  contract  and  the  preparation  of 
the  order  form  or  contract  document,  a  weakness  exists  and  should  be 
corrected. 

The  objection  has  been  made  that,  in  small  operations  where  jobs 
are  run  by  foremen,  the  purchasing  information  should  not  go  to 
the  foremen  for  two  reasons:  If  deals  with  suppliers  are  known  to 
foremen,  Confidential  information  may  leak  out  to  competitors  or  may 
be  misused.  Also,  the  foremen  do  not  use  the  information  anyway  so 
it  is  a  waste  of  time. 

These  objections  will  not  stand  up  under  analysis.  The  first  can 
readily  be  overcome  by  omitting  price  information  from  the  copies  of 
the  purchase  orders  and  contracts  sent  to  the  job.  The  second,  if  true, 
constitutes  an  organizational  weakness  that  should  be  corrected  with- 
out delay. 
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The  third  exception  is  the  printing  of  provisions  on  the  purchase 
order.  Every  purchase  order  should  prominently  display  a  legend 
to  this  effect:  "No  back  orders  will  be  permitted.  If  any  item  on  this 
order  cannot  be  delivered  delete  it  and  notify  us  at  once."  Without 
such  a  provision  in  his  purchase  orders,  a  contractor  may  find  him- 
self forced  to  accept,  and  pay  for,  materials  especially  ordered  by  the 
supplier  for  some  job,  long  after  that  job  has  been  completed  with 
materials  purchased  from  some  other  supplier. 

Receiving  forms  and  procedures:  Receiving  procedures  must 
vary  with  what  is  being  received,  where  it  is  being  received,  and  for 
what  purpose.  It  is  a  matter  of  universal  practice  for  the  person 
making  the  delivery  to  obtain  a  signed  delivery  receipt.  Often  this 
signature  is  perfunctorily  given  without  any  examination  of  the  ship- 
ment, thus  constituting  an  open  invitation  for  short  deliveries  as 
well  as  substituted,  and  sometimes  unsatisfactory,  products.  A  mini- 
mum receiving  procedure  practiced  by  soundly  managed  firms,  how- 
ever small,  is  to  inspect  every  shipment  before  signing  the  delivery 
receipt.  If  possible,  the  quantity,  quality,  and  condition  of  the  items 
should  be  checked.  If  a  receiving  copy  of  the  purchase  order  is  avail- 
able, it  should  be  checked  for  items  ordered  but  not  delivered.  Any 
attempts  at  back  ordering  should  immediately  be  called  to  the  atten- 
tion of  the  person  or  department  responsible  for  purchasing. 

It  is  common,  in  modern  shipping  and  billing  systems,  for  the  de- 
livery receipt  to  be  either  a  copy  of  the  invoice  or  the  invoice  itself. 
If  the  person  receiving  the  shipment  has  to  sign  the  document,  then 
it  is  a  delivery  receipt,  regardless  of  the  facts  that  it  may  be  headed  with 
the  word  "invoice"  and  that  no  other  invoice  may  be  given  by  the 
supplier.  A  single  piece  of  paper  may  do  double  duty  as  both  invoice 
and  delivery  receipt.  Needless  to  say,  if  the  contractor  requires  addi- 
tional copies  of  the  invoice  they  should  be  clearly  marked  "copy." 

Many  contractors,  particularly  those  who  do  business  in  highly 
competitive  trade  areas,  find  it  worthwhile  to  require  the  person  re- 
ceiving shipments  to  prepare  his  own  count  on  a  receiving  report 
which  later  can  be  checked  against  the  puchase  order.  If  competition 
among  suppliers  is  stiff,  it  is  not  unknown  for  them  to  bid  for  orders 
at  cost  or  less  and  make  up  the  loss  of  overhead  and  profit  by  shorten- 
ing the  loads  or  delivering  inferior  goods.  Receiving  documents  are 
•used  to  control  payments  in  such  a  way  as  to  combat  any  such  prac- 
tices (Chap.  13). 

A  typical  minimum  receiving  procedure  would  involve  these  steps: 

1.  Unloading  the  materials  or  supplies  at  the  job  or  warehouse 

2.  Counting  them  to  see  how  many  are  there  (or  how  much) 
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3.  Inspecting  them  for  condition  and  noting  any  damaged  items 

4.  Checking  the  delivery  receipt  to  see  that  the  items  signed  for  are 
the  same  as  those  received. 

Other  refinements  such  as  receiving  copies  of  purchase  orders  or 
separately  prepared  receiving  memoranda  may  be  required.  Basically 
however,  the  steps  will  parallel  those  just  given. 

Receiving  procedures  for  similar  items  will  normally  be  the  same 
whether  delivery  is  at  the  job  site  or  elsewhere.  The  required  pro- 
cedure should  never  be  relaxed  because  deliveries  are  made  to  a  job. 

Warehouse  or  stockroom:  Once  materials  or  supplies  are  re- 
ceived at  the  warehouse  or  yard,  the  accounting  records  kept  and  the 
forms  and  procedures  used  (though  they  may  vary  widely  to  fit  a  wide 
variety  of  actual  situations)  should  be  such  that  the  following  ques- 
tions can  be  answered  at  a  moment's  notice:  (1)  Have  we  got  it? 
(2)  How  much  (or  many)  do  we  have?  (3)  Where  is  it?  (4)  What  con- 
dition is  it  in? 

In  a  small  warehouse,  stockroom,  or  yard  under  the  control  of  a 
full-time  employee,  or  even  a  part-time  employee,  the  warehouseman 
can  usually  answer  these  questions  from  memory.  This  method  is 
adequate  if  the  employee  is  available,  or  if  the  stock  is  small  enough  and 
well  enough  arranged  so  that  anyone  familiar  with  construction  mate- 
rials and  supplies  can  answer  the  questions  by  going  to  the  warehouse 
and  inspecting  the  contents.  Many  small  stockrooms  and  warehouses  get 
along  quite  well  with  nothing  more.  As  the  number  and  variety  of 
items  increase,  to  the  point  where  memory  no  longer  serves  the  pur- 
pose, records  become  necessary.  Often,  when  a  construction  company 
finds  its  warehouse  becoming  increasingly  cluttered,  and  finds  that  it 
is  purchasing  articles  which  are  already  on  hand  in  adequate  supply,  it 
is  a  sign  the  company  has  outgrown  the  memory  stage  and  is  in  need 
of  records. 

For  power  or  pneumatic  hand  tools  and  similar  small,  serially  num- 
bered equipment  one  of  the  most  practical  controls  is  a  visible  card 
record  (Fig.  9.3).  Remington  Rand's  Kardex  is  one  of  several  simple, 
practical  methods. 

Frequently  it  is  ueful  to  keep  a  central  control  file  of  this  type  for 
all  small  power  and  pneumatic  tools,  using  one  or  more  drawers  for 
the  tools  on  each  job  and  separate  drawers  for  the  tools  on  hand  in 
the  warehouse.  A  similar  card  record  (Chap.  10)  is  useful  for  equip- 
ment of  all  kinds. 

The  first  step  in  keeping  track  of  warehouse  stock  is  to  establish  a 
permanent  arrangement  with  marked  bins  or  racks  so  that  similar 
articles  are  always  found  in   the  same  place.   In   this  way  anyone 
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familiar  with  construction  materials  and  supplies  can  tell  at  a 
glance  whether  a  particular  item  is  in  stock  and  the  approximate 
quantity  on  hand. 

If  the  warehouse  is  kept  in  good  order  it  is  frequently  unnecessary 
to  carry  physical  accounting  further.  When  the  person  or  department 
which  does  the  purchasing  receives  a  requisition  to  purchase  certain 
materials  or  supplies  normally  in  warehouse  stock,  the  warehouseman 
can  usually  tell  which  items  are  on  hand.  In  very  small  operations, 


EQUIPMENT  LOCATION   CARD 

J.H    □               USED   □ 

DESCRIPTION                                                                                                                                            "]        SERIAL  NO.       ]  EQUIP'T.  NO. 

Fig.  9.3     Equipment  location  card 

This  card  is  used  to  control  power  or  pneumatic  hand  tools  and 
similar  small  equipment.  One  or  two  drawers  in  a  cabinet  usually 
suffice  for  the  cards  listing  equipment  used  on  any  one  job,  and 
the  cards  on  any  additional  items  in  the  warehouse  are  kept  in 
drawers  reserved  for  warehouse  stock.  Thus  it  is  possible,  at  a 
moment's  notice,  to  tell  what  items  are  immediately  available  at 
the  end  of  each  job. 


the  buyer  will  simply  go  to  the  warehouse  or  stockroom  and  see  for 
himself,  if  he  does  not  already  know. 

If  jobs  are  large  enough  to  have  purchasing  agents  at  the  job  site 
some  companies  supply  them  with  monthly  lists  of  materials,  sup- 
plies, and  equipment  on  hand  in  the  central  warehouse,  in  order  to 
minimize  delays  in  ordering  and  long-distance  telephone  calls  from 
the  jobs  to  the  warehouse  to  learn  what  items  are  in  stock. 

As  a  device  for  physical  control,  perpetual  inventories  of  stock  in 
the  warehouse  (even  those  kept  in  term  of  units  without  reference  to 
cost)  are  uncommon.  Usually  they  represent  an  expenditure  of  time 
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that  could  be  more  usefully  spent  elsewhere.  If  they  are  kept,  the 
most  practical  method  is  to  have  an  "in  and  out"  type  of  card  (Fig. 
9.4)  fastened  to  the  front  of  the  bin.  Items  removed  are  recorded  in 
the  "withdrawn"  column  and  all  items  received  are  recorded  in  the 
"received"  column.  Each  movement  results  in  a  new  total  carried  for- 
ward. Other  types  of  bin  cards    (Fig.  9.5)  are  available. 
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Fig.  9.4     "In  and  out"  bin  card 


Fig.  9.5     Inventory  bin  card 


Additions  or  deductions  can  be  made  in  the  balance  column,  or 
the  adjusted  balance  can  merely  be  carried  forward. 

Variations:  The  physical  control  thus  far  discussed  is  intensely 
practical.  It  is  elusive  in  the  sense  that  no  single  practical,  uniform 
system  to  secure  and  maintain  it  on  construction  jobs  ever  has  been 
or  ever  will  be  devised.  The  materials,  the  job  conditions,  the  kind 
and  amount  of  equipment,  the  personnel,  and  the  nature  and  loca- 
tion of  the  jobs  are  but  a  few  of  the  variables  that  make  physical  con- 
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trol  of  materials  and  supplies  a  problem  to  be  solved  on  the  basis  of 
experienced  judgment  applied  to  individual  facts,  rather  than  by  any 
preconceived  system  of  procedures.  That  a  system  has  worked  well  on 
one  job  is  no  guarantee  that  it  will  work  well  on  the  next  job.  In 
fact,  one  of  the  strongest  features  in  a  program  of  physical  control 
over  materials  and  supplies  is  flexibility  and  variation.  When  the 
routine  becomes  too  well  established,  someone  will  find  a  way  to 
beat  it. 

It  must  be  repeated  for  emphasis,  however,  that  the  extreme  varia- 
bility in  the  forms  and  procedures  required  for  adequate  controls  on 
materials  and  supplies  cannot,  under  any  circumstances,  justify  fail- 
ure to  establish  standard  procedure.  A  company  may,  within  the 
scope  of  its  normal  operation,  establish  those  forms  and  procedures 
best  calculated  to  meet  its  individual  problems.  However,  once  such 
forms  and  procedures  are  established  it  cannot  stop  there.  The  system 
itself  must  be  flexible  enough  to  permit  wide  variations  and  it  must  be 
subjected  to  constant  review  to  gauge  its  effectiveness  under  prevailing 
conditions.  Failure  to  follow  this  process  of  constant  reassessment  has 
caused  more  breakdowns  in  materials  and  supplies  accounting  than 
any  other  single  factor. 

On  the  other  hand,  flexible  as  the  detailed  procedures  for  physical 
control  of  materials  and  supplies  may  be,  the  objectives  never  change. 
These  may  be  summarized  as  follows: 

1.  When  you  receive  a  shipment,  make  sure  you  are  getting  what 
you  ordered,  and  that  it  is  all  there  and  in  good  condition. 

2.  After  you  have  received  it,  be  sure  you  know  where  you  put  it 
and  that  it  is  as  well  protected  physically  from  loss,  damage,  or  theft 
as  is  reasonably  possible  in  the  circumstances. 

3.  Whether  it  is  delivered  directly  to  the  job  for  immediate  use,  or 
is  stored  in  a  yard,  warehouse,  or  stockroom,  be  sure  you  have  a  writ- 
ten record  of  who  is  getting  it  and  for  what,  before  you  release  it. 
You  signed  for  it  when  you  got  it.  The  person  to  whom  you  deliver  it 
should  do  the  same.  He  should  also  tell  in  writing  what  he  expects 
to  use  it  for,  and  if  the  question  is  applicable,  the  source  of  his 
authority  to  request  its  delivery  to  him. 

These  steps  sound  simple  and  they  are.  The  only  complications 
are  those  that  arise  when  no  one  takes  the  trouble  to  see  that  the 
steps  are  taken. 

Accounting  for  direct  charges 

In  its  most  rudimentary  form,  accounting  for  materials  and  sup- 
plies follows  these  steps: 
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1.  The  foreman  on  the  job  (who  is  often  the  contractor)  orders 
whatever  he  needs  for  the  job  from  his  suppliers.  He  may  use  a  ma- 
terials take-off  and  from  it  write  a  purchase  order,  but  often  he  will 
simply  take  the  plans  in  to  the  materials  dealer  and  make  out  his 
order  with  the  help  of  a  salesman. 

2.  When  the  materials  arrive  on  the  job,  the  foreman,  or  someone 
designated  by  him,  shows  the  driver  where  to  unload.  He  may  or  may 
not  save  the  consignee's  copy  of  the  delivery  receipt. 

3.  When  the  material  dealer's  statement  comes  in  at  the  end  of  the 
month,  the  contractor  pays  it  and  charges  the  amount  to  material 
cost  on  the  books. 

So  long  as  everyone  is  honest  and  accurate  and  no  one  wants  to 
know  the  cost  of  any  particular  job,  there  is  nothing  wrong  with  such 
a  system.  Unfortunately,  life  is  not  that  simple.  Some  people  are 
dishonest;  everyone  makes  mistakes  occasionally;  and  in  the  con- 
struction business  it  is  usually  necessary,  for  one  reason  or  another, 
to  know  the  cost  of  each  job.  Be  that  as  it  may,  there  are  hundreds, 
possibly  thousands  of  small  contractors  who  account  for  their  ma- 
terials and  supplies  in  about  the  way  the  three  steps  above  indicate. 

The  better  (and  more  successful)  contractors — even  the  very  small- 
est— usually  add  several  more  steps  to  the  procedure.  They  prepare 
their  own  material  list  and  put  it  on  one  or  more  purchase  orders 
to  the  supplier.  They  keep  copies  of  their  purchase  orders  and  drop 
them  into  a  folder  labeled  with  the  job  name  and  number.  They 
then  see  that  the  loads  of  materials  are  checked  in  on  the  job,  and 
that  each  load  is  separately  billed  showing  the  address  of  the  job  to 
which  it  is  delivered.  They  save  the  delivery  receipts  and  place  them, 
together  with  the  purchase  orders  and  the  invoices,  in  the  job  folder. 

Every  ten  days,  or  before  the  tenth  of  each  month,  depending  on 
how  the  discount  dates  fall,  the  invoices,  the  delivery  receipts,  and 
the  purchase  orders  are  matched  up.  Items  shown  on  the  invoice  or 
the  purchase  order,  but  not  on  the  delivery  receipt,  are  deleted,  and 
a  separate  check  is  written  to  cover  the  items  purchased  and  actually 
received  on  each  job.  If  the  disbursements  record  is  properly  ar- 
ranged, only  one  check  need  be  written  to  each  supplier  even  though 
his  deliveries  covered  more  than  one  job.  Thus,  almost  automatically, 
the  jobs  are  charged  with  the  materials  and  supplies  that  are  de- 
livered to  them,  and  unless  management  wants  costs  for  the  several 
work  items  into  which  the  jobs  are  usually  broken  down  on  the  speci- 
fications, the  accounting  for  materials  and  supplies  is  completed. 

In  the  operations  of  smaller  construction  companies,  if  a  job  is 
carefully  bought  there  will  be  very  little  salvage  and  what  there  is 
can  usually  be  returned  for  credit  or  transferred  at  salvage  price  (or 
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more  often  at  no  price  at  all)  to  another  job.  Only  a  few  power  hand 
tools  are  kept  in  stock  and  these  the  contractor  knows  from  memory. 
However,  as  the  size  of  the  operation  increases,  so  do  the  number  and 
variety  of  items  and  at  some  point  accounting  controls  become  neces- 
sary. 

The  system  just  described  is  used  with  great  success  by  many  con- 
tractors— even  the  smallest.  Basically,  the  same  system,  expanded  in 
some  particulars  because  of  larger  volume,  is  used  by  most  of  the 
largest  contractors  regardless  of  whether  materials  and  supplies  are 
bought  directly  for  the  job  or  are  passed  through  a  warehouse,  yard, 
or  stockroom  inventory  account.  Many  of  the  larger  jobs  have  separate 
sets  of  books  (particularly  if  a  job  is  being  done  by  a  joint  venture) 
and  some  have  extensive  cost  breakdowns.  However,  there  are  numer- 
ous multimillion  dollar  jobs  on  which  only  a  single  account  is  kept  for 
materials  and  supplies.  The  final  test  in  determining  the  system  to  be 
used  is  the  end  use  of  the  figures.  There  is  no  merit  in  paying  for 
records  that  will  not  be  used. 

Those  contractors  who  use  cost  data  from  one  job  as  a  guide  in  bid- 
ding other  jobs  frequently  break  their  jobs  down  according  to  work 
items,  which  constitute  a  basis  for  compiling  unit  costs  (Chap.  4). 
Thus  a  building  contractor  might  have  a  cost  account  for  "wall  forms" 
and  compute  a  cost  per  square  foot.  A  tract  housing  builder,  on 
the  other  hand,  might  have  a  cost  account  called  "cupboards  and 
cabinets"  and  compute  a  unit  cost  for  each  house  of  a  particular  de- 
sign. In  such  cases  the  "materials"  account  in  the  general  ledger  be- 
comes a  controlling  account  for  the  "materials"  column  in  the  cost 
ledger  (Chap.  15).  The  only  difference  in  accounting  treatment  would 
be  in  coding  the  charge  to  the  cost  account  as  well  as  to  the  general 
ledger   (Chap.  13). 

The  essence  of  any  system  of  cost  accounting  for  materials  and  sup- 
plies is  coding — the  accounting  term  used  to  describe  the  job  of  plac- 
ing on  each  invoice,  purchase  order,  requisition,  or  other  original 
document,  the  number  of  the  general  ledger  and  the  cost  ledger  ac- 
counts to  be  affected  by  the  transaction.  Thus,  in  the  voucher  system 
flow  chart  (Fig.  9.6),  it  will  be  noted  that  the  voucher  is  coded 
so  that  account  145  in  the  general  ledger  is  debited  and  account  205 
is  credited.  In  the  cost  ledger,  account  Z-2-27  is  charged,  which  would 
normally  mean  that  the  "materials"  column  in  the  cost  ledger  sheets 
for  Job  Z  is  designated  as  column  2  and  that  the  materials  were  used 
on  work  item  number  27 — this  work  item  having  its  own  separate 
sheet  in  the  cost  ledger.  Of  course,  in  a  system  without  cost  accounts, 
the  charge  would  simply  be  applied  to  Job  Z. 
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Fig.  9.6     Voucher  system  flow  chart 

Three  basic  documents  —  purchase  order,  delivery  receipt,  and 
invoice  —  support  a  voucher.  The  information  in  these  docu- 
ments is  summarized  on  the  voucher  and  is  posted  pom  the 
voucher  to  the  books  of  original  entry. 


The  best  method  of  coding  materials  and  supplies  that  are  to  be 
charged  directly  to  a  job  is  to  code  the  purchase  order;  no  one  knows 
better  than  the  person  placing  the  order  the  purpose  for  which  the 
material  is  being  bought.  If  coding  the  purchase  orders  is  not  feasible, 
it  is  usually  necessary  to  code  the  invoices.  Ordinarily  invoice  coding 
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has  to  be  done  by  a  foreman,  superintendent,  or  cost  engineer  who 
is  familiar  with  the  job  and  who  knows  where  the  invoiced  materials 
were  used. 

The  most  rudimentary  accounting  system  maintains  a  simple  un- 
paid bills  file  which  the  owner  checks  at  regular  intervals  to  determine 
what  bills  are  to  be  paid.  Under  such  a  system,  materials  and  supplies 
are  accounted  for  only  when  the  bills  are  paid  and  no  formal  account 
is  taken  of  unpaid  items.  This  method  may  be  converted  to  an  accrual 
method  at  the  end  of  an  accounting  period  by  entering  all  unpaid 
items  through  the  general  journal  and  reversing  the  entry  after  the 
new  period  begins.  This  method  is  used  on  many  construction  jobs 
(even  some  very  large  ones)  where  separate  books  are  kept  on  the 
job,  and  where  interim  financial  statements  are  not  important. 

A  better  procedure  for  construction  companies,  either  large  or 
small,  is  the  voucher  system,  and  its  use  will  be  assumed  in  further 
discussions  and  illustrations.  Some  contractors  still  keep  an  accounts 
payable  ledger,  either  because  they  use  it  for  reciprocity  information 
or  because  a  voucher  system  becomes  unwieldy  when  bills  are  not 
being  paid  currently.  Nevertheless,  there  are  many  contractors,  par- 
ticularly small  ones,  who  distribute  costs  on  a  cash  basis  and  only 
record  liabilities  at  the  end  of  an  accounting  period.  The  flow  chart 
illustrated  (Fig.  9.6)  shows  a  typical  voucher  and,  in  illustrating  the 
voucher  system,  it  follows  a  single  transaction  from  the  purchase 
order  to  entry  in  the  records.  It  also  demonstrates  one  method  (prob- 
ably the  most  common)  of  getting  cost  data  from  the  original  docu- 
ments into  the  general  and  cost  records.  This  procedure  is  discussed 
in  greater  detail  in  Chap.  13. 

Various  procedures  may  be  used  under  the  voucher  system.  First, 
the  material  may  be  charged  directly  to  the  job  and  not  to  a  ware- 
house account.  Second,  costs  may  be  recorded  net  of  discount.  The  first 
is  standard  procedure  and  should  be  followed  whenever  the  facts 
permit.  The  second  is  a  matter  of  accounting  judgment.  If  the  amount 
of  discount  earned  is  important  to  management,  then  discounts  should 
not  be  netted.  If  management  has  no  need  for  the  discount  figures, 
then  the  handling  should  be  as  illustrated.  In  reaching  a  decision 
on  this  point,  the  extent,  if  any,  to  which  material  cost  figures  are 
used  in  bidding  may  be  significant. 

When  distribution  is  made  only  at  time  of  payment,  a  cash  dis- 
disbursement  record  is  ordinarily  used  instead  of  a  voucher  register. 

If  a  blanket  purchase  order  is  used,  or  if  more  than  one  delivery  is 
made  on  one  order,  the  order  is  marked  to  show  the  items  received 
and  the  voucher  number  on  which  they  appear  and  is  kept  in  the  file 
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under  the  supplier's  name  for  the  remainder  of  the  deliveries.  If  these 
are  delayed  too  long  back  orders  must  be  suspected. 

One  important  variation  of  the  procedure  illustrated  in  the  flow 
chart  arises  when  all,  or  substantially  all,  of  a  particular  type  of  ma- 
terial (framing  lumber,  for  example)  is  bought  at  one  time,  as  in  the 
construction  of  tract  housing.  If  no  cost  ledger  is  kept,  the  charge 
would,  of  course,  be  simply  to  materials.  If,  on  the  other  hand,  costs 
are  kept  on  each  unit,  the  lump  sum  purchase  must  be  prorated  to 
the  several  cost  accounts  on  the  basis  of  the  original  materials  take-off. 
If  more  of  the  same  type  of  materials  is  required  toward  the  end  of  the 
job,  that  cost,  too,  must  be  prorated  over  all  units  even  though  some 
may  be  finished.  Such  additional  purchases  usually  mean  errors  in 
take-off  or  buying  or  that  there  has  been  loss  or  waste  of  materials. 

Accounting  for  items  out  of  inventories 

Basically,  there  is  no  difference  between  accounting  for  materials 
and  supplies  taken  from  stock,  and  accounting  for  those  that  are 
bought.  It  has  been  pointed  out  that  nothing  should  leave  the  ware- 
house or  stockroom  without  written  authorization,  whether  in  the 
form  of  a  materials  list  (Fig.  9.2),  a  material  order  (Fig.  9.7,  9.8),  a 
storeroom  requisition  (Fig.  9.9,  9.10),  or  a  copy  of  a  direct  billing 
made  on  a  counter  billing  machine  (Fig.  9.11).  All  of  these  forms 
are,  in  effect,  requisitions,  and  are  referred  to  as  such  for  con- 
venience. 

The  requisition  is  the  basic  document  for  stockroom  or  warehouse 
accounting.  The  first  copy,  which  should  be  signed  by  the  foreman, 
or  someone  designated  by  him,  takes  the  place  of  the  purchase  order. 
The  copy  signed  by  the  person  receiving  the  order  is  comparable  to 
the  delivery  receipt.  The  second  copy,  which  goes  directly  to  the 
bookkeeping  department  and  is  priced,  extended,  and  often  costed  by 
the  bookkeeper,  takes  the  place  of  the  vendor's  invoice.  Instead  of  sup- 
porting an  accounts  payable  voucher  (Fig.  9.6),  these  may  be  sum- 
marized in  a  warehouse  disbursement  record  from  which  postings 
are  made  to  a  general  ledger  and  the  cost  ledger,  or  they  may  be 
summarized  on  work  paper,  and  the  work  paper  used  to  support  a 
journal  voucher.  A  journal  voucher  form  for  general  journal  entries 
is  preferable  to  the  usual  general  journal  form   (Chap.  17). 

When  materials  or  supplies  are  sold  from  the  warehouse,  the 
procedure  for  charging  out  is  much  the  same  as  when  they  are  used  on 
a  job,  if  actual  cost  is  known  or  estimated,  or  if  warehouse  stocks  are 
priced  out  at  market. 
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To  illustrate,  if  cost  is  known,  and  is  to  be  accounted  for  currently, 
the  entries  in  the  sales  record  will  be  as  follows: 
Dr.     Cash  (or  Accounts  receivable)  for  selling  price 

Cr.  Warehouse  sales  for  selling  price 
Dr.     Cost  of  warehouse  sales  for  actual  cost 

Cr.  Warehouse  inventories  for  actual  cost 
If  the  cost  is  not  known,  but  is  estimated,  the  procedure  is  the  same, 
except  that  at  the  end  of  the  fiscal  year  an  inventory  will  be  taken 
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Fig.  9.7     Material  order 

This  form  and  the  one  shown  in  Fig.  9.8  are  frequently  used  to 
authorize  deliveries  from,  and  returns  to,  the  stockroom  or  ware- 
house. They  may  be  made  in  as  many  copies  as  the  accounting 
needs  of  the  business  dictate. 
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and  the  overage  or  shortage  will  be  adjusted  by  charging  or  crediting 
a  "Warehouse  inventory  adjustment"  account  (or  "Materials  cost"  if 
no  detailed  job  costs  are  kept),  as  follows: 

Dr.     Inventory  adjustment  account   (or  Materials  cost)  for  amount 
of  shortage 
Cr.     Inventory  for  amount  of  shortage 
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Fig.  9.8     Material  credit 


Many  contractors  who  carry  substantial  inventories  (plumbers, 
electricians,  and  so  on)  cost  their  warehouse  sales  and  warehouse  req- 
uisitions from  a  current  catalog.  This  is  substantially  the  same  as 
estimating  cost  and  the  procedure  followed  is  the  same. 

If,  as  is  often  the  case,  the  warehouse  is  operated  as  if  it  were  a 
separate  business,  the  cost  of  sales  would  be  found  by  taking  inventory 
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once  each  year  and  using  the  formula  (beginning  inventory  plus 
purchases  less  ending  inventory)  to  determine  cost  of  warehouse  sales. 
Cost  of  sales  on  interim  statements  would,  in  a  system  of  this  kind, 
be  estimated  as  a  percentage  of  sales  or  estimated  from  the  supplier's 
catalog  as  described  above. 

It  will  be  noted  that  a  separate  account  called  "Warehouse  sales" 
is  used.  Under  normal  circumstances  any  additional  cost  incurred  in 
keeping  such  an  account  is  far  outweighed  by  its  usefulness  when  tax 
returns  are  to  be  prepared. 


Fig.  9.9     Storeroom  requisition 

This  form  and  the  one  shown  in  Fig.  9.10  are  similar  in  use  to 
the  material  order  and  credit. 
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Fig.  9.10     Storeroom  credit 
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There  are  a  number  of  special  problems  which  arise  in  working  with 
inventories  of  materials  and  supplies  in  yard,  warehouse  or  stockroom. 
The  most  universal  of  these  are  pricing  and  costing. 

Theoretically,  there  are  three  general  methods  of  costing  out  ma- 
terials and  supplies  taken  from  inventory:  (1)  First-in-first-out  (FIFO), 
(2)  Last-in-first-out   (LIFO),    (3)  Average  cost. 
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Fig.  9.11     Billing  form 

This  is  the  second  (accounting  department)  copy  of  a  form  used 
by  a  small  local  plumbing  contractor.  When  materials  are  taken 
from  stock  they  are  recorded  on  a  hand-operated  billing  machine 
on  the  stockroom  counter.  Four  copies  are  made.  The  first  is  the 
customer's  copy  of  the  invoice.  The  second  is  sent  to  the  book- 
keeper and  serves  as  the  office  copy  of  the  customer's  billing. 
The  third  copy  is  the  cost  copy.  The  fourth  copy  remains  in  the 
machine  as  a  chronological  record. 
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Practically  the  use  of  these  methods  is  rare  because  they  cost  too 
much  to  operate  and,  particularly  with  used  items,  are  too  inaccurate. 
Many  warehouses  and  stockrooms  are  operated  as  if  they  were  sep* 
arate  businesses.  The  warehouse  is  charged  with  the  cost  of  materials 
and  supplies  purchased  for  stock  or  brought  into  stock  as  salvage, 
and,  in  turn,  "sells"  them  to  the  jobs.  The  so-called  "profit"  from 
the  warehouse  offsets  the  overhead.  This  method  distributes  the  cost 
of  operating  the  stockroom  or  warehouse  among  the  jobs  on  a  roughly 
proportionate  basis.  The  prices  charged  to  the  jobs  closely  approxi- 
mate the  going  market  for  the  items  supplied. 

This  method  has  an  additional  advantage  when  a  contractor  takes 
some  jobs  on  a  lump  sum  bid,  others  on  a  unit  price  basis,  and  still 
others  on  a  time-and-materials  or  cost-plus  basis.  So  long  as  the  price 
charged  to  the  job  for  material  is  not  greater  than  the  price  the  con- 
tractor would  pay  some  outsider  for  the  same  items,  no  one  has 
grounds  for  complaint.  The  contractor,  on  the  other  hand,  has  a  sys- 
tem which  works  the  same  way  for  all  jobs  and  effectively  distributes 
the  cost  of  operating  the  warehouse  or  stockroom  to  the  jobs.  The 
system  costs  less  to  operate  because  current  market  value  is  quickly 
and  simply  determined,  whereas  any  kind  of  pricing  based  on  cost 
means  additional  work  and  expense. 

For  income  tax  purposes,  it  is  usually  necessary  to  take  some  sort 
of  physical  inventory  regardless  of  the  method  of  handling  the  ware- 
house or  stockroom.  New  stock  is  customarily  priced,  for  inventory 
purposes,  according  to  the  most  recent  invoices,  in  keeping  with  tra- 
ditional first-in-first-out  accounting.  Used  materials  or  supplies  are 
usually  priced  either  at  market,  less  an  estimated  cost  to  recondition, 
or  at  an  estimated  40  or  50  per  cent  of  current  market.  Consistently 
followed,  such  a  method  is  rarely  questioned  when  used  for  income 
tax  reporting  purposes  because,  when  properly  applied,  it  results  in 
a  realistic  valuation  of  warehouse  stock  and  a  substantially  correct 
determination  of  income. 

Similar  problems  arise  with  minor  equipment.  When  not  bought 
directly  for  the  job,  hand  tools,  parts,  and  supplies  are  normally 
"sold"  to  the  jobs  from  the  warehouse,  as  described  above.  Power 
concrete  buggies,  table  saws,  power  hand  saws  and  drills,  pneumatic 
tools,  and  similar  equipment  may  also  be  "sold"  to  the  job  and  then 
"repurchased"  at  the  end  of  the  job  at  going  rates.  When  these  items 
are  "sold"  the  prices  are  usually  at  or  near  the  market  price  for  the 
"sale"  and  normally  range  from  20  to  50  per  cent  of  market  for  the 
repurchase,  to  allow  for  handling  and  reconditioning.  Market,  here, 
is  what  the  contractor  would  have  to  pay  if  he  bought  the  item  from 
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someone  else.  When  this  procedure  is  followed,  the  repurchase  at  a 
reduced  price  is  often  used  instead  of  a  formal  depreciation  charge 
on  minor  equipment.  Even  when  the  "sale"  system  is  used,  these  items 
should  be  charged  to  the  job  and  accounted  for.  The  visible  index 
(Kardex)  files  are  usually  adequate  for  this  purpose  and  constitute, 
in  effect,  a  perpetual  inventory  of  minor  equipment.  When  such  items 
are  rented  to  a  cost-plus  job,  it  is  usually  necessary  to  stop  the  rentals 
when  an  amount  equal  to  80  per  cent  of  the  going  market  price  has 
been  charged  on  any  piece  of  equipment,  or — as  for  form  ties,  whaler 
braces,  shores,  and  so  on — when  the  rentals  reach  about  80  per  cent 
of  the  cost  of  that  class  of  equipment  on  the  job. 

If  power  and  pneumatic  hand  tools  are  rented  to  the  jobs  it  is  com- 
mon practice  to  keep  the  control  and  central  depreciation  records  on 
the  cards,  although  these  records  are  sometimes  kept  in  an  equip- 
ment ledger.  In  most  cases  the  card  file  alone  is  less  costly  and  just  as 
effective  as  control  cards  used  in  conjunction  with  an  equipment 
ledger.  The  determining  factors  in  selecting  the  system  to  be  used 
usually  are  the  location  of  the  warehouse  and  the  personnel  used  to 
run  it. 

One  factor  strongly  favoring  the  "selling"  of  small  tools  and  sup- 
plies and  the  "renting"  of  power  and  pneumatic  tools  to  the  job  is 
the  psychological  effect  on  foremen  and  superintendents.  Such  men 
are  almost  invariably  cost-minded  and  will  return  unused  equipment 
or  supplies  for  credit  rather  than  allow  them  to  remain  idle  at  the 
job  site  and  increase  the  costs  charged  to  their  jobs. 

Perpetual  inventory,  as  an  accounting  device,  is  frequently  too  costly 
to  be  practical  when  applied  to  construction  materials  or  supplies. 
When  such  perpetual  inventories  are  required  on  certain  types  of  cost- 
plus-fixed-fee  jobs,  as  they  sometimes  are,  the  forms  and  procedures 
are  almost  always  prescribed  beforehand.  On  ordinary  commercial 
work  the  test  is  usually  one  of  volume.  The  bin  type  of  perpetual 
inventory  card  (Fig.  9.4,  9.5)  is  practical  for  smaller  warehouses. 
Also  shown  is  a  more  complicated  card  (Fig.  9.12)  used  by  one  of  the 
largest  construction  firms  in  the  country.  Notice  that  while  data  on 
costs,  including  freight  and  handling,  are  provided  for  on  this  card, 
the  inventory  itself  is  kept  in  units  only. 

If  tabulation  equipment  is  available,  and  the  volume  of  transac- 
tions is  very  large,  perpetual  inventories  in  terms  of  quantity  and 
value  can  be  used  successfully.  However,  they  are  usually  kept  in 
terms  of  units  only  and  the  value  is  either  ignored  entirely  or  is 
limited  to  unit  price  figures. 

If  a  detailed  quantity  control  is  required  and  the  volume  of  trans- 
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actions  is  so  large  that  it  makes  sorting  and  grouping  of  data  a  prob- 
lem, a  modified  form  of  punched  card  accounting  may  be  useful.  In 
this  system  the  only  equipment  needed  is  a  hand  punch  and  a  sort- 
ing needle.  One  such  system  is  marketed  by  the  McBee  Company 
under  the  name  of  Keysort.  Another  is  marketed  by  the  Charles  R. 
Hadley  Company  under  the  name  of  Unisort.  A  Unisort  stock  card 
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Fig.  9.12     Perpetual  inventory  card 

This  card  is  used  by  one  of  the  largest  construction  companies 
in  the  United  States.  It  is  reported  to  be  very  accurate  and  a  great 
timesaver  if  volume  is  heavy. 
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designed  to  fit  the  stock  control  needs  of  one  plumbing  and  heating 
contractor  is  shown  in  Fig.  9.13.  This  card  provides  for  unit  prices 
but  does  not  attempt  a  running  cash  value  account. 

If  a  large  volume  of  materials  and  supplies  is  disbursed  from  a 
warehouse  or  stockroom,  the  requisition  can  be  prepared  on  cards 
designed  to  be  used  with  one  of  these  modified  punched  card  methods. 
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Fig.  9.13     Unisort  punch  card 

If  classification  of  data  is  a  problem  and  the  volume  to  be  pro- 
cessed does  not  justify  the  cost  of  machine  sorting  equipment,  this 
type  of  punched  card  can  often  be  used  to  good  advantage.  A 
hand  punch  and  a  sorting  needle  are  the  only  equipment  re- 
quired. Electrically  driven  punches  are  available.  Any  clerk  can 
be  trained  to  use  this  type  of  card  in  a  very  short  time. 


If  perpetual  inventories  are  kept,  whether  in  terms  of  money  or 
units,  or  both,  the  problem  of  physical  inventories  can  be  greatly  re- 
duced by  taking  them  for  a  portion  of  the  warehouse  or  stockroom 
each  month  and  adjusting  the  cards  to  show  the  actual  quantities  on 
hand,  with  corresponding  general  ledger  adjustments  of  the  total 
inventory  value.  An  even  more  common  method  is  to  count  any 
particular  bin  whenever  the  quantity  is  low. 

Regardless  of  the  type  of  accounting  controls  used,  a  physical  in- 
ventory of  materials  and  supplies  including  spare  parts,  hand  tools, 
pneumatic  tools,  and  power  tools,  should  be  taken  at  least  once  a 
year  in  the  general  warehouse  or  stockroom  if  the  amount  on  hand 
is  substantial.  If  jobs  are  large  enough  to  have  their  own  warehouses, 
repair  shops,  or  stockrooms,  it  may  or  may  not  be  practical  to  take  a 
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physical  inventory,  depending  on  the  length  of  the  job,  the  quantities 
on  hand,  and  the  degree  of  physical  control  exercised. 

Physical  inventories  should  be  taken  on  forms  prepared  and  pro- 
vided by  the  general  office  so  that  terminology  will  be  uniform  and 
proper  designations  and  descriptions  used.  Because  most  contractors 
have  both  new  and  used  materials,  supplies,  and  equipment  on  hand, 
it  is  important  that  the  forms  provide  space  to  indicate  condition 
(new  or  used,  and  serviceability)  of  each  item. 

One  fairly  common  method  of  taking  physical  inventory  is  to  have 
the  warehouseman  or  (if  none  is  employed)  the  person  making  the 
count  tag  the  bins  and  piles  and  to  have  some  other  person  list  the  tags 
and  make  test  counts.  When  this  method  is  used,  the  tags  should  be 
prenumbered  so  that  a  positive  check  may  be  made  to  be  sure  that  no 
tags  have  been  missed.  If  withdrawals  are  necessary  during  the  count, 
or  if  items  of  the  same  kind  are  stored  in  more  than  one  place,  this 
information  can  be  marked  on  the  tags  and  taken  into  account  when 
the  tags  are  summarized. 

Many  contractors  will  object  strenuously  to  a  physical  inventory 
of  warehouse  and  storeroom,  because  most  of  the  contents  have  been 
charged  to  the  cost  of  jobs,  and  the  setting  up  of  an  inventory  on  the 
books  would  require  payment  of  income  tax  on  an  amount  equal  to 
the  cash  value  of  the  inventory.  If  the  practice  has  been  followed  for 
a  number  of  years,  and  if  there  is  no  substantial  change  in  warehouse 
stock  from  year  to  year,  there  would  seem  to  be  no  serious  distortion 
of  income  and  under  present  income  tax  laws  no  harm  is  likely  to  be 
done.  However,  if  inspection  indicates  a  trend  toward  substantial  in- 
crease, it  may  mean  overbuying  and  tying  up  working  capital  to  such 
an  extent  that  it  would  be  cheaper  to  pay  the  tax.  It  may  also  mean 
the  contractor  is  paying  for  the  storage  and  handling  of  worthless 
junk  which  should  be  scrapped. 

One  final  admonition  about  physical  inventories:  If  the  stuff  is 
worth  keeping  it  is  worth  listing  even  though  it  may  be  assigned  no 
value.  If  it  is  not  worth  listing,  it  probably  should  be  sold  for  scrap. 

Prevention  of  theft 

A  system  has  yet  to  be  devised  which  will  completely  insure  against 
theft  of  materials,  supplies,  and  small  tools  from  construction  jobs. 
Job  site  conditions  usually  make  complete  physical  protection  so 
difficult  and  sometimes  so  costly  that  certain  risks  are  justified.  These 
problems  have  already  been  discussed,  as  have  the  normal  accounting 
procedures  designed  to  develop  records  of  accountability  from  the 
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time  an  item  is  ordered  until  it  is  used  or  consumed  on  the  job.  In- 
evitably, such  accountability  procedures  must  be  designed  with  the 
possibilities  of  fraud  and  theft  in  mind.  We  turn  now  to  the  considera- 
tion of  methods  used  by  dishonest  employees  and  the  extent,  if 
any,  to  which  accounting  records  may  be  expected  to  help  control 
losses  of  this  kind  as  well  as  the  ways  in  which  they  may  be  used  for 
that  purpose. 

At  the  outset,  it  should  be  understood  that  no  accounting  system 
can  prevent  a  dishonest  warehouseman  from  stealing  nails,  screws, 
fittings,  small  tools,  and  similar  small  items.  It  may  eventually  dis- 
close the  shortage,  and  even  point  to  the  culprit,  but  the  system 
alone  cannot  prevent  him  from  stealing  in  the  first  place.  Moreover, 
the  economic  limit  to  accounting  controls  is  the  point  at  which  their 
cost  exceeds  the  amount  which  may  be  saved  by  maintaining  them. 

Bonding  is  an  effective  psychological  preventive  against  major 
thefts  and  all  employees  responsible  for  materials  and  supplies  should 
be  bonded.  Bonding,  however,  is  not  strictly  an  accounting  device. 

One  of  the  most  effective  over-all  accounting  controls  is  the  ma- 
terials budget,  which  has  been  discussed  previously.  This  control  forces 
the  job  superintendent  or  foreman  to  justify  any  requests  for  pur- 
chases in  excess  of  the  budget  and  will  cause  him  to  be  alert  to  the 
possibilities  of  job  site  losses.  However,  the  method  also  leads  to  at- 
tempts on  the  part  of  superintendents  to  disguise  the  purchase  of  items 
on  which  the  budget  is  exhausted  by  having  suppliers  bill  them  as 
other  items,  for  which  an  adequate  budget  has  been  established,  or 
for  which  there  is  no  budget  and  hence  no  basis  for  control. 

When  purchasing  and  payment  are  handled  from  the  general  office, 
it  is  usually  possible  to  detect  this  practice  at  the  time  the  receiving 
tickets  are  matched  up  with  the  invoices  and  purchase  orders.  There  is 
comparatively  less  incentive  for  a  supplier  to  conspire  with  the  super- 
intendent when  purchases  are  made  from  the  general  office,  and  al- 
most none  at  all  when  irregularities  might  delay  payment.  If,  how- 
ever, purchasing  and  payment  are  handled  at  a  job  office,  the  only 
effective  check  on  misrepresentation  of  purchases  by  the  superin- 
tendent is  an  effective  field  audit  procedure  that  includes  thorough 
physical  checks  on  receiving  routines  made  at  irregular  intervals,  and 
is  followed  by  tracing  back  individual  shipments  to  the  purchases 
and  then  tracing  the  same  shipments  forward  into  the  accounts. 

When  purchases  are  delivered  directly  to  the  job  site,  and  charged 
directly  to  costs,  it  is  common  for  dishonest  employees  to  have  some 
of  the  incoming  loads  of  materials  diverted  to  a  site  where  personal 
construction   projects   are  in   progress  or   to   other  contractors'   jobs 
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where  the  goods  have  been  sold  at  bargain  prices.  In  the  absence  of 
collusion  between  the  supplier,  or  his  truck  driver,  and  the  job  super- 
intendent, it  is  fairly  simple  to  discover  this  type  of  theft  by  instruct- 
ing the  voucher  clerk  to  notice  the  point  of  delivery  on  the  delivery 
ticket  and  to  exclude  from  the  payment  any  invoices  covering  ship- 
ments not  delivered  to  the  job  site.  The  ensuing  demand  by  the  sup- 
plier for  payment  will  usually  bring  to  light  any  improper  diversions 
of  shipments.  If  there  is  collusion,  the  detailed  check-in  at  irregular 
intervals,  followed  by  detailed  tracing  of  individual  items,  will  usually 
provide  the  best  means  of  discovering  misdeliveries  as  well  as  most 
other  types  of  dishonesty  at  the  receiving  point.  Even  forged  delivery 
receipts  may  be  caught  by  an  alert  auditor. 

A  materials  budget  will  disclose  diversions  of  deliveries,  but  rarely 
soon  enough  to  be  very  helpful.  If  the  superintendent  is  gone,  and  the 
structure  built  from  stolen  materials  has  been  sold  to  a  bona  fide  pur- 
chaser, the  only  recourse  is  to  the  employee,  or  the  bonding  company 
if  he  is  bonded. 

Although  surprise  audits  of  incoming  shipments  will  discourage 
fraud  or  theft  at  the  delivery  point,  they  will  have  little  effect  on  viola- 
tions of  the  procedures  for  charging  out  materials  and  supplies  from 
warehouse  stock.  The  simplest  method  of  stealing  stores  from  a  ware- 
house or  stockroom,  and  the  one  least  likely  to  be  detected,  is  to  take 
them  out  without  making  any  record.  Therefore,  regardless  of  the 
charge  out  method  in  effect,  there  must  be  some  document,  originating 
at  the  time  of  withdrawal,  which  shows  what  is  withdrawn  by  whom. 
Careful  inspection  of  these  documents  alone  can  be  an  important  de- 
terrent to  theft,  particularly  when  coupled  with  an  accurate  knowl- 
edge of  the  warehouse  stock. 

If  there  is  no  one  in  charge,  or  if  a  number  of  people  have  access 
to  the  stockroom  or  warehouse,  there  is  no  way  to  allot  responsibility 
for  materials  or  supplies  removed  without  a  record.  If  one  person 
is  in  charge,  any  theft  that  might  occur  must  be  with  his  acquiescence 
or  through  his  negligence.  In  any  event,  if  the  goods  leave  the  ware- 
house without  a  charge,  the  shortage  is  thrown  into  the  inventory 
where  it  will  not  usually  show  up  until  the  next  physical  count. 

One  of  the  best  ways  of  avoiding  a  failure  (either  negligent  or  inten- 
tional) to  prepare  a  charge  slip  when  withdrawing  stock  from  ware- 
house or  stockroom,  is  to  have  the  requisition  signed  and  coded  by 
the  person  who  wants  the  item  withdrawn,  and  to  have  a  copy  of 
the  requisition  go  directly  to  the  accounting  department  where  it 
is  ultimately  matched  with  the  slip  on  which  the  person  receiving 
the  goods  had  signed.  Absence  of  this  control  is  the  most  serious  weak- 
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ness  of  the  system  illustrated  in  Fig.  9.11  of  this  chapter.  Figures  9.9 
and  9.10  illustrate  forms  designed  for  this  type  of  use  and  the  forms  in 
Fig.  9.7  and  9.8  could  easily  be  redesigned  to  permit  it.  The  compa- 
rable control  for  purchases  that  are  to  be  charged  directly  would  be  a 
purchase  requisition  which  can,  as  a  rule,  be  a  duplicated  copy  of 
the  material  take-off  sheets  for  the  job,  or  in  standardized  structures 
like  tract  houses,  the  standard  materials  list.  A  similar  result  can  be 
obtained  by  having  the  purchase  orders  reviewed  and  signed  by  one 
of  the  principals  or  by  some  person  in  a  position  to  know  what  ma- 
terials and  supplies  are  needed  but  with  no  direct  contact  with  the 
suppliers  or  their  truck  drivers. 

Such  procedures  do  not  prevent  someone,  totally  unauthorized, 
from  backing  his  truck  up  to  the  loading  dock  and,  with  the  coopera- 
tion or  acquiescence  of  the  person  in  charge  of  the  warehouse,  loading 
it  up  and  driving  off  with  company  property.  Nor  does  it  prevent  the 
taking,  by  authorized  persons,  of  items  not  included  on  the  requi- 
sition. Surprise  auditing  may  disclose  such  activity  if  the  auditor 
arrives  about  the  time  a  loaded  truck  is  ready  to  leave  and  then 
checks  the  load  against  the  documents.  Another  way  to  discover  short- 
ages is  to  spotcheck  certain  items.  The  auditor  (public  or  internal) 
selects  a  single  item  (such  as  claw  hammers,  picks,  steel  tapes, 
aluminum  or  copper  tubing)  that  might  be  particularly  subject  to 
misappropriation;  checks  all  movements  in  and  out  to  arrive  at  a 
theoretical  inventory  in  terms  of  units;  and  compares  the  result  with 
a  physical  count.  This  procedure,  of  course,  is  only  useful  .when  one 
person  is  responsible  for  the  warehouse  or  stockroom. 

The  most  effective  deterrent  to  theft  from  a  stockroom  or  ware- 
house is  not  an  ironclad  accounting  system  but  rather  a  belief  on  the 
part  of  employees  that  if  they  steal  they  will  be  caught.  Some  of  the 
more  successful  methods  of  inducing  such  a  belief  include:  (1)  A  re- 
sourceful internal  auditor  making  surprise  checks  at  irregular  inter- 
vals, (2)  Bonding  of  employees  with  access  to  the  warehouse,  (3)  In- 
sistence on  careful  record  keeping,  (4)  Some  practical  system  of 
checking  persons  and  vehicles  leaving  the  warehouse  or  the  job  site. 

The  last  is  very  difficult  because,  if  injudiciously  done,  searching 
vehicles  or  individuals  can  lead  to  lawsuits,  union  intervention,  and 
sometimes  even  criminal  charges  against  the  contractor.  Although 
it  has  nothing  to  do  with  accounting,  it  might  be  pointed  out  that  if 
the  employees'  parking  area  is  as  far  as  possible  from  the  warehouse, 
the  chance  of  an  employee  carrying  off  any  substantial  amount  of  ma- 
terials, supplies,  or  equipment  without  detection  is  minimized. 

Employees  often  walk  off  the  job  with  small  tools  issued  to  them. 
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If  a  "brass"  system  (Chap.  8)  is  being  used,  the  brass  can  be  used  a 
a  tool  check.  However,  it  is  often  equally  satisfactory  to  make  the 
foreman  responsible  for  tools  issued  to  his  crew. 

On  government  jobs  where  there  is  some  form  of  security  patrol, 
it  is  often  possible  to  obtain  the  cooperation  of  the  security  officer 
for  physical  inspections  of  outgoing  automobiles  and  personnel. 

Many  old-time  construction  men  ridicule  accounting  methods  as  a 
means  of  controlling  theft  of  materials  and  supplies  from  the  jobs  or 
from  a  central  warehouse.  Usually  such  ridicule  is  accompanied  by 
tall  tales  of  brazen  stealing.  However,  when  these  stories  are  traced 
to  the  source  it  will  almost  always  be  found  that  one  indispensable  in- 
gredient was  missing  from  the  system — alert  management.  An  ac- 
counting system,  like  a  shovel,  never  works  by  itself.  Someone  who 
knows  men,  materials,  and  construction  must  be  constantly  alert  for 
"on  the  spot"  conditions  that  can  open  the  door  to  laxity,  error,  or 
dishonesty.  Given  that  kind  of  supervision,  almost  any  accounting 
system,  reasonably  tailored  to  the  circumstances,  will  operate  satis- 
factorily to  control  and  account  for  materials  and  supplies. 


10 


Accounting  for  Equipment  Costs 


Accounting  for  equipment  costs  starts  when  the  equipment  is  pur- 
chased but  the  problems  peculiar  to  the  construction  industry  begin 
when  an  item  is  sent  to  a  job  or  is  put  into  service  at  the  head  office. 
On  small  jobs  equipment  costs  are  often  negligible,  and  there  is  no 
formal  accounting  for  them.  However,  when  such  costs  are  substan- 
tial, some  kind  of  equipment  cost  accounting  is  essential.  The  first 
step  in  controlling  equipment  costs  is  to  make  a  complete  and  accurate 
record  of  each  piece  of  equipment  at  the  time  it  arrives  on  the  job. 

Physical  control 

Some  firms  use  various  special  forms  (Fig.  10.1-10.4)  to  achieve 
physical  control.  Other  firms  use  an  ordinary  warehouse  receiving  re- 
port. In  addition,  some  contractors  use  an  equipment  location  card 
for  controlling  their  own  equipment  at  the  job  site.  Sometimes,  too, 
a  similar  record  is  necessary  for  equipment  rented  from  others  when 
there  is  much  of  it. 

A  standard  way  to  keep  track  of  equipment  is  to  keep  an  equip- 
ment ledger  with  a  separate  sheet  or  card  for  each  unit.  It  is  to  this 
record  thafi  the  cost  of  each  unit  is  posted  and  it  is  in  the  equipment 
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Fig.  10.2     Equipment  log 


ledger  that  control  is  kept  of  shifting  combinations.  For.  example, 
bulldozer  blades,  power  control  units,  and  similar  attachments  may 
be  shifted  back  and  forth  between  tractors.  Motors  and  bodies  may  be 
exchanged  between  trucks.  Many  other  shifts  and  combinations  may 
be  made  as  the  job  requires.  In  a  well-kept  system  these  changes  will 
show  on  work  orders,  and  when  the  cost  of  the  work  order  is  posted, 
the  necessary  changes  will  also  be  made  in  the  equipment  ledger.  At 
least  once  each  year  the  physical  equipment  should  be  checked  against 
the  equipment  ledger  to  see  that  the  record  is  complete.  Income  tax 
considerations  alone  more  than  justify  the  cost  of  an  inventory  of 
equipment. 

One  of  the  most  important  steps  in  gaining  the  necessary  physical 
control  over  equipment  on  a  job  is  inspection  on  arrival  at  the  job 
site.  It  is  fairly  standard  practice  for  those  who  rent  equipment,  and 
sometimes  even  for  departments  or  jobs  of  the  same  firm,  to  make 
only  the  barest  minimum  of  repairs  before  releasing  equipment.  Thus 
inspection  of  condition  on  arrival  is  vital,  and  equipment  receiving 
report  should  provide  for  it.  In  addition,  the  receiving  record  should 
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Fig.   10.3     Equipment  list 

T/zw  form  illustrates  one  of  the  methods  used  to  keep  a  current 
control  of  equipment  on  hand. 


show  make,  model,  accessories  or  extra  equipment,  serial  numbers 
if  any,  and  any  other  information  which  the  company  may  find  useful 
(Fig.   10.4). 

Often,  the  shipping  records  show  that  equipment  was  shipped 
with  attachments  and  accessories  that  are  missing  when  the  equip 
ment  arrives  on  the  job.  Such  discrepancies  require  either  an  insur- 
ance claim  or  correction  of  the  shipping  records. 

As  soon  as  equipment  reaches  the  job  it  should  be  given  a  job 
number,  or  the  owner's  equipment  number  should  be  recorded  and 
used  for  identification. 


Basic  accounting 

Keeping  equipment  costs  is  essentially  simple.  Whether  the  equip- 
ment is  owned  or  rented,  all  relevant  costs  are  charged  to  an  ac- 
count called  "Cost  of  equipment  operation"  or  something  similar. 
As  the  equipment  is  used  on  the  job,  its  use  is  charged  to  the  cost  ac- 
counts on  an  hourly  basis  (sometimes  referred  to  as  "rentals")  with 
the  credit  going  either  to  "Cost  of  equipment  operation"  or  to  a  contra 
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account  with  some  such  title  as  "Equipment  costs  charged  to  opera- 
tions." Under  normal  circumstances  there  will  tend  to  be  more  money 
charged  to  the  work  items  than  to  the  "Cost  of  equipment  operation" 
and  the  resulting  credit  balance  is  used  to  absorb  the  cost  of  over- 
hauls and  other  extraordinary  repairs. 

Example:         Perhaps  a  somewhat  oversimplified  example  will  illus- 
trate the  principles  involved: 

Assume  that  a  365-cfm  compressor  is  assigned  to  a  job  and  the  job 
cost  accounts  are  charged  $3  per  hour.  On  the  job  books  the  entry  for 
a  month  of  22  eight-hour  days  would  be: 
Dr.     Job  costs  $528 

Cr.     Equipment  costs  charged  to  operation  $528 

To  record  equipment  charges  as  follows: 
One  365-cfm  compressor  for  the  month 
Charge  work  items: 

Cost  account     No.  3  100  hours  $300 

No.  5  76       "  228 


The  entry  clearing  actual  costs  might  look  something  like  this: 
Dr.     Cost  of  equipment  operation  $285 

Cr.     Depreciation  $150 

Repairs  and  maintenance  60 

Provision  for  taxes  and  insurance  75 

To  transfer  costs  for  the  month  to  cost  of 
equipment  operation 
Note  that  at  this  point  there  has  been  $243  more  charged  to  opera- 
tions than  the  actual  costs  incurred.  Suppose  that  roughly  this  rate  of 
accumulation  continues  for  12  months  and  the  excess  builds  up  to 
$3,000.  Then  assume  a  major  overhaul  costing  $3,150.  The  excess 
credit  would  be  wiped  out  and  a  debit  balance  of  $150  would  be 
created  which  would  be  wiped  out  by  the  next  month's  operations. 
Meanwhile,  however,  the  cost  accounts  properly  chargeable  with 
the  cost  of  the  overhaul  have  already  been  charged  with  their  proper 
share. 

Demonstrating  with  a  single  piece  of  equipment  tends  to  over- 
simplify the  example  and  also  the  illustrative  journal  entries,  but  the 
principle  would  be  the  same  regardless  of  the  amount  of  equipment 
or  the  number  of  cost  accounts  involved.  It  would  also  be  the  same 
whether  the  job  accounts  were  centralized  or  decentralized. 

The  method  described,  like  all  others,  has  a  great  number  of  varia- 
tions. Some  companies  prefer  to  provide  their  reserves  for  major  re- 
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pairs  through  larger  depreciation  provisions,  thus  building  up  an 
excess  credit  balance  in  the  depreciation  reserve.  Other  companies, 
instead  of  compiling  costs  by  individual  units,  compile  them  accord- 
ing to  types  of  equipment.  Thus,  compactors,  pumps,  gunite  equip- 
ment, and  so  on,  might  form  three  classes  of  equipment  for  cost 
accounting  purposes.  This  method  has  the  advantage  of  reducing 
the  paper  work  and  at  the  same  time  producing  averages  that  tend  to 
smooth  out  the  differences  between  individual  pieces  of  equipment. 
If  the  averages  are  used  in  estimating  this  feature  could  be  impor- 
tant. 

Keeping  equipment  time 

Whatever  the  procedures  used  in  accounting  for  equipment  costs, 
it  is  necessary  to  keep  time  on  equipment  in  much  the  same  way  as  it 
is  kept  on  labor.  For  the  many  small  firms  whose  operations  require 
little  or  no  equipment  aside  from  a  pickup  truck  and  a  few  power- 
operated  hand  tools,  the  need  to  have  any  special  accounting  for 
equipment  costs  is  negligible.  When  some  portion  of  a  job  requires 
equipment  the  company  does  not  have,  they  either  subcontract  that 
portion  or  rent  the  needed  equipment  and  return  it  as  soon  as  their 
need  has  been  satisfied.  For  contractors  in  this  category  it  would  be  a 
waste  of  money  to  keep  time  on  equipment. 

For  any  contractor  whose  equipment  costs  are  a  substantial  part  of 
the  cost  of  his  work,  keeping  time  on  equipment  is  essential..  Equip- 
ment time  records  are  the  starting  point  for  equipment  cost  control 
because  most  of  the  costs  are  incurred  on  the  basis  of  time.  If  equip- 
ment is  rented,  the  rentals  are  generally  based  on  some  time  period. 
If  the  equipment  is  owned,  such  ownership  charges  as  depreciation, 
taxes,  and  insurance  are  clearly  based  on  time.  Even  such  items  as 
maintenance,  repairs,  and  provision  for  major  overhauls  are  provided 
for  in  the  accounts  on  the  basis  of  operating  hours. 

One  of  the  simplest  forms  for  equipment  timekeeping  is  a  daily  time 
sheet  (Fig.  10.5)  showing  each  piece  of  equipment  on  the  job  and 
the  hours  spent  on  each  of  the  several  kinds  of  work  or  on  each  of 
the  separate  work  items  in  the  cost  code  (Chap.  4).  It  is  submitted 
daily  with  the  labor  time  sheets  and  is  checked  against  the  operators' 
time,  then  it  is  sent  to  the  person  who  maintains  the  equipment  cost 
records  and  who  possibly  prepares  an  equipment  payroll   (Fig.  10.6). 

Another  form  for  keeping  time  on  equipment  is  the  daily  equip- 
ment time  card  (Fig.  10.7).  Another  form  (Fig.  8.17,  8.18)  has  the 
operator's  time  card  attached.  After  these  cards  have  come  in  for 
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Fig.   10.5     Daily  equipment  report 

An  equipment  payroll  can  be  prepared  from  this  timesheet. 


the  day  they  may  be  checked  for  accuracy  and  then  coded  and 
punched  for  sorting.  Ultimately  they  will  be  summarized  on  an  equip- 
ment payroll. 

There  are  many  other  forms  for  reporting  equipment  time  but 
those  described  illustrate  the  main  principles.  On  jobs  where  there 
are  many  pieces  of  equipment,  and  costs  are  compiled  according  to 
classes  of  equipment  rather  than  by  individual  units,  the  time  is  also 
compiled  by  classes  of  equipment.  With  less  equipment,  however 
(50  pieces  or  less),  it  is  simpler  to  compile  costs  by  individual  units. 

One  form  of  equipment  record  sheet  (Fig.  10.4)  controls  both  indi- 
vidual pieces  of  equipment  and  the  costs  of  their  operation.  Whether 
all  of  the  data  called  for  by  this  sheet  would  be  compiled  for  any 
one  piece  of  equipment  or  not,  the  form  is  a  good  checklist  of  the 
things  a  contractor  might  want  to  know  about  the  equipment  on  any 
particular  job.  This  form  would  not,  as  a  rule,  replace  the  equipment 
cost  ledger  (Fig.  10.8).  A  simplified  form  (Fig.  10.9)  shows  the  ac- 
cumulation of  equipment  time  on  a  daily  basis. 


EQUIPHQn:  MONTHLY  TIME  EEPOBT       MOM 

FMn 

£Z2. 

•ss. 

cn* 

KKumoi  or  cgumoxT 

r 

■At 

h-uj 

EM                             Mtalh       Mb 

A—        M 

•— °J 

Signed TtUa » 

Fig.  10.6     Equipment  payroll 

This  form  provides  all  the  data  needed  when  equipment  is  rented 
by  the  month.  It  is  somewhat  more  complete  than  those  used  by 
many  contractors. 


DAILY  EQUIPMENT  CARD 


Equipment    No. 

Type 

Job    Distribution 

Worked 

TOTAL  HOURS  WORKED 

Repair  Time 

Idle  Time 

State  Reasons — 


Please    Note   on    Back 
Any  Remarks  re  State  and  . 
Performance  of  Equipment 


Fig.  10.7     Equipment  time  card 

This  card  does  not  have  an  operator's  time  card  attached.  A  corn 
bination  equipment  time  card  and  operator's  time  card  is  shown 
in  Fig.  8.18. 
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Fig.   10.8     Equipment  cost  ledger 

This  form  provides  a  convenient  way  of  summarizing  information 
if  costs  are  kept  by  individual  pieces  of  equipment  or  by  groups 
of  similar  equipment. 


Repair  and  maintenance  costs 

If  a  contractor  has  very  little  equipment  it  may  pay  him  to  have 
repair  and  maintenance  work  done  by  an  outside  agency,  which  will, 
of  course,  submit  repair  orders  to  cover  all  work  done.  If  a  contrac- 
tor uses  any  substantial  amount  of  equipment,  he  normally  repairs 
it  in  his  own  shops.  One  of  the  easiest  ways  to  keep  track  of  repair 
costs  in  the  contractor's  own  shops  is  to  use  a  shop  order  (Fig.  10.10) 
or  repair  order  (Fig.  10.11).  Each  day  the  time  of  the  shop  crew  is 
balanced  against  the  labor  time  shown  on  the  repair  orders  and  the 
differences  accounted  for.  When  this  procedure  is  followed  care  must 
be  taken  to  see  that  jobs  are  not  loaded  with  idle  time. 

The  entire  cost  of  operating  the  shop  is  charged  to  an  account  called 
"Equipment  repairs  and  maintenance"  or  some  similar  title,  and  this 
account  is  credited  with  amounts  charged  to  "Cost  of  equipment 
operation."  From  this  account,  as  previously  indicated,  the  costs  are 
charged  out  to  work  items  in  the  cost  ledger. 
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Fig.   10.9     Equipment  earnings  record 

Essentially  a  time  report  on  which  space  is  provided  to  compute 
total  earnings  and  offset  repair  and  maintenance  costs,  this  form 
is  best  adapted  to  systems  in  which  equipment  costs  and  time  are 
kept  on  a  memo  basis. 
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Fig.   10.10     Shop  order 

This  form  and  the  equipment  repair  order  shown  in  Fig.  10.11 
both  provide  a  means  of  summarizing  equipment  repair  and 
maintenance  costs.  The  reverse  of  this  card  is  a  parts  list  and 
cost  summary. 
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Fig.   10.11      Equipment  repair  order 

This  form  is  manufactured  by  Reynolds  &  Reynolds  Co.,  prin- 
cipally for  use  in  repair  shops  maintained  by  automobile  dealers. 
However,  it  is  an  excellent  form  for  recording  the  cost  of  con- 
struction equipment  repairs  and  maintenance. 


If  repair  and  maintenance  costs  are  charged  to  individual  pieces  of 
equipment  in  the  equipment  cost  ledger,  it  becomes  a  relatively  simple 
matter  to  learn  when  costs  of  maintenance  and  repair  on  any  indi- 
vidual piece  of  equipment  exceed  its  earning  power.  When  such  a  unit 
is  found  it  must  be  disposed  of  before  its  costs  eat  up  the  profit  made 
by  a  good  machine. 


Depreciation 

There  are  five  principal  methods  of  depreciation   commonly  in 
use  in  the  construction  industry: 

1.  Straight  line 

2.  Production  hours 

3.  Production  units 
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4.  Fixed-rate-on-declining-balance 

5.  Sum-of-the-years'-digits. 

To  compare  their  operation,  assume  a  contractor  has  a  power 
shovel  which  cost  $10,500;  that  it  has  a  salvage  value,  when  worn  out, 
of  $500;  and  that  it  has  an  estimated  useful  life  of  five  years,  or  8,000 
operation-hours,  or  250,000  yards  of  material  moved. 

By  the  straight-line  method,  one  fifth  of  the  $10,000  depreciable 
value,  or  $2,000,  would  be  written  off  during  each  of  its  five  years  of 
useful  life. 

By  the  production-hour  method,  the  $10,000  depreciable  value 
would  be  apportioned  over  8,000  hours  of  expected  operation,  and 
so  each  hour  would  be  charged  with  $1.25  to  cover  depreciation. 

By  the  production-unit  method  the  $10,000  depreciable  value  would 
be  apportioned  over  250,000  yards  of  material  which  the  shovel  is 
expected  to  move  during  its  expected  life,  and  the  charge  for  each 
yard  would  be  four  cents. 

The  fixed-rate-on-declining-balance  method  is  illustrated  in  Sched- 
ule 10.1.  This  method  first  came  into  popular  use  after  the  1954  In- 
ternal Revenue  Code  approved  it  at  200  per  cent  of  straight-line 
rates  for  new  equipment  only. 

SCHEDULE     10.1 /FIXED-RATE-ON-DECLINING-BALANCE     WRITE-OFF 


Depreciable  cost 

$10,500.00 

Less  1st  year's  depreciation 

* 

40%  of  $10,500 

4,200.00 

Book  value  after  one  year 

$  6,300.00 

Less  2nd  year's  depreciation 

40%  of  $6,300 

2,520.00 

Book  value  after  two  years 

$  3,780.00 

Less  3rd  year's  depreciation 

40%  of  $3,780 

1,512.00 

Book  value  after  three  years 

$  2,268.00 

Less  4th  year's  depreciation 

40%  of  $2,268 
Book  value  after  four  years 

907.20 

$  1,360.80 

Less  5th  year's  depreciation 

40%  of  $1,360.80 
Book  value  after  five  years 

544.32 

$      816.48 

By    the    sum-of-the-years'-digits    method,    the    $10,000    depreciable 
value  would  be  written  off  as  shown  in  Schedule  10.2.  This  method 
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was  also  virtually  unknown  until  authorized  by  the   1954  Internal 
Revenue  Code  for  new  assets  only. 

SCHEDULE    10.2/SUM-OF-THE-YEARS'-DIGITS    WRITE-OFF 

Year  No.       1                           %6  of  $10,000  $  3,333.33 

2  Ms  of  $10,000  2,666.67 

3  %5  of  $10,000  2,000.00 

4  %5  of  $10,000  1,333.33 

5  Ms  of  $10,000  666.67 
Total          IT  $10,000.00 


A  sixth  method,  sometimes  used  for  large  jobs  and  joint  ventures, 
is  to  charge  the  entire  cost  of  the  equipment  to  the  job  and  to  sell  or 
appraise  the  equipment  when  the  job  is  over,  crediting  job  costs  with 
the  sales  price  or  appraisal  value  at  the  end  of  the  job.  This  method, 
however,  can  hardly  be  called  depreciation  in  the  strict  sense  of  the 
term. 

What  is  the  "correct"  rate  of  depreciation  to  charge  on  equip- 
ment of  a  given  type?  This  question  does  not  have  a  categorical  answer 
because  conditions  vary  too  widely  on  construction  jobs.  For  example, 
dump  trucks,  which  might  last  several  years  on  some  jobs,  may  be 
completely  worn  out  in  a  few  months  on  others.  The  life  to  be  as- 
signed to  any  piece  of  equipment  is  whatever  can  reasonably  be  ex- 
pected. 

There  is  a  tendency,  particularly  on  the  part  of  accountants,  and 
other  nonoperating  personnel,  to  set  too  high  an  estimate  of  useful 
life  of  equipment.  As  a  rule  of  thumb,  some  of  the  larger  engineering 
contractors  work  on  the  principal  that  equipment  loses  half  of  its 
value  on  each  job,  and  in  the  long  run,  if  jobs  last  from  one  to  two 
years,  this  rule  often  proves  surprisingly  accurate. 

The  fallacy  of  trying  to  arrive  at  "average"  or  "normal"  rates  is 
pointed  up  very  clearly  in  the  Treasury  Department's  Bulletin  "F" 
which  found  its  greatest  usefulness  in  providing  a  table  of  maximum 
lives,  which  most  taxpayers  reduced,  and  with  ample  reason.  It  is 
better  for  each  company  to  make  its  own  estimates  of  the  proper 
lives  to  place  on  equipment. 

Some  firms,  instead  of  establishing  a  rate  for  each  piece  of  equip- 
ment, will  establish  a  composite  rate  for  all  types  of  equipment.  Com- 
posite lives  have  the  advantage  of  convenience  in  accounting,  but  if 
much  money  is  involved  there  are  disadvantages  that  are  not  to  be 
overlooked.   The   greatest  of   these   is   the  difficulty   of  establishing 
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reasonable  hourly  rates  for  charging  equipment  costs  to  the  job.  If 
the  amount  of  equipment  is  small,  and  equipment  costs  are  not  kept, 
then  the  single  composite  rate  is  justified  by  its  simplicity.  Otherwise 
there  seems  to  be  little  to  recommend  it. 

Actual  depreciation  charges,  even  on  similar  pieces  of  equipment, 
will  tend  to  vary,  and  this  variation  can  cause  some  puzzling  differ- 
ences in  unit  costs.  One  of  the  ways  to  overcome  this  problem  is  to  use 
standard  hourly  rates  to  distribute  equipment  costs  to  work  in  process. 
The  effect  on  unit  costs  is  to  eliminate  substantially  such  variations, 
particularly  if  overhauls  are  charged  to  the  reserve  for  depreciation 
or  to  some  special  credit  balance  account. 

The  use  of  group  rates  for  charging  equipment  costs  to  operations 
has  already  been  mentioned.  The  practice  of  using  group  deprecia- 
tion rates  for  all  pieces  of  equipment  of  the  same  kind  or  of  the  same 
life  is  well  established  and  is  quite  useful  in  a  large  spread.  If  this 
method  is  followed,  each  year's  acquisitions  must,  of  course,  be  segre- 
gated by  groups  in  maintaining  fixed  asset  and  depreciation  records. 

If  there  is  very  little  equipment,  and  no  equipment  costs  are  kept, 
depreciation  is  not  important  enough  to  justify  any  substantial 
amount  of  accounting.  The  greater  the  investment  in  equipment  the 
greater  the  effect  of  depreciation  policies  on  cost  keeping. 

Many  construction  executives  take  the  attitude  that  "you  can't 
pay  bills  with  tired  iron."  In  other  words,  until  the  equipment  has 
been  depreciated  so  that  its  cost  is  charged  off  to  operating  costs,  the 
books  will  show  an  inflated  figure  for  the  value  of  such  equipment, 
thus  distorting  the  profit  picture  and  perhaps  misleading  the  con- 
tractor into  thinking  that  he  has  more  cash  for  working  capital  than 
is  actually  available.  This  viewpoint  has  a  great  deal  to  recommend 
it.  However,  it  also  has  these  weaknesses.  If  equipment  is  charged 
off  there  is  a  tendency  to  buy  more  when  there  is  no  real  need  to  do 
so.  Also,  if  costs  have  been  burdened  by  unjustifiably  heavy  deprecia- 
tion, unit  costs  will  tend  to  be  high  and  in  a  competitive  bidding 
market  the  company  may  lose  bids  it  should  win.  Some  apt  rejoinders 
to  the  "tired  iron"  quip  might  include: 

1.  "When  you're  bidding  for  work,  they  don't  pay  off  on  second 
place." 

2.  "If  you  write  it  all  off  against  this  job  there  won't  be  anything 
to  write  off  against  the  next  one." 

3.  "Just  because  your  equipment  is  all  written  off  there's  no  reason 
why  you  should  leave  all  your  profit  on  the  table." 

These  observations  are  just  another  way  of  saying  that  if  your 
estimators  are  going  to  get  any  help  from  your  past  experience,  they 
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must  have  accurate  unit  costs  to  work  with.  In  the  final  analysis, 
the  most  profitable  depreciation  rates  are  those  that  are  most  realistic 
in  terms  of  charging  the  cost  of  equipment  to  the  operations  that 
benefitted  from  its  use. 

Tax  aspects:  Discussion  of  the  tax  aspects  of  depreciation 
usually  centers  on  income  taxes.  In  some  states  the  tax  on  personal 
property  is  a  factor  to  be  considered,  and  where  "book  value"  forms 
the  basis  of  assessment,  depreciation  is  involved.  Still,  income  taxes 
(both  federal  and  state)  are  the  most  important  of  all. 

To  the  extent  that  it  is  currently  deductible  in  determining  tax- 
able income,  depreciation  increases  costs  and  correspondingly  reduces 
profits;  even  in  years  when  there  are  no  profits  to  deduct  it  from, 
however,  the  depreciation  must  still  be  claimed.  Sometimes  the  de- 
preciation cost  of  loss  years  can  be  recovered  through  net  operating 
loss  carry-backs  and  carry-overs,  but  this  method  involves  a  great 
many  uncertainties  and  under  some  state  tax  regulations,  operating 
losses  may  not  be  carried  to  other  years. 

Among  the  most  realistic  of  the  depreciation  methods,  for  tax 
purposes,  are  the  fixed-rate-on-declining-balance  and  years'-digits 
methods.  These  may  be  applied  only  to  completely  new  equipment 
and  may  be  elected  on  a  piece  by  piece  basis. 

If  the  contractor  wishes,  he  may  enter  into  an  agreement  with 
the  Bureau  of  Internal  Revenue  to  fix  rates  of  depreciation.  Such 
an  arrangement  may  be  worth  while  if  the  contractor  is  large  enough 
to  be  certain  of  an  examination  every  year.  Smaller  contractors  have 
generally  been  hesitant  about  requesting  such  an  agreement  for 
fear  of  arbitrary  treatment  at  the  hands  of  Bureau  personnel.  Al- 
though this  fear  is  generally  not  well  founded,  unpleasant  incidents 
do  seem  to  occur  often  enough  to  give  substance  to  the  stories  of 
tax  gouging  that  always  come  up  when  depreciation  agreements  are 
mentioned. 

One  fairly  common  tax  planning  device  among  contractors  has 
been  to  overdepreciate  equipment,  sell  it  to  a  related  company  or 
joint  venture,  and  then  pay  tax  on  the  gain  at  capital  gains  rates 
and  establish  a  new  basis  for  depreciation  that  is  deductible  from 
ordinary  income.  Since  1954  this  practice  has  become  largely  un- 
profitable, because  of  the  effect  of  Internal  Revenue  Code  Section 
1239  which,  in  a  considerable  number  of  related-taxpayer  situations, 
requires  the  gain  to  be  treated  as  ordinary  income  and  not  as  capital 
gain. 

One  advantage  of  the  newly  accepted  (1954)  depreciation  methods 
is  that  a  contractor  who  is  short  on  cash  may  now,  to  a  large  extent, 
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finance  new  equipment  purchases  with  "depreciation  money."  This 
is  not  to  say  that  depreciation  reserves  are,  or  should  be,  set  aside 
in  cash,  but  merely  that  where  a  large  percentage  of  the  cash  revenue 
goes  for  taxes,  there  is  often  too  little  to  meet  current  payment!) 
from  current  revenue. 

Equipment  cost  reports 

Equipment  costs  on  most  construction  jobs  usually  arise  from 
three  general  types  of  equipment  operations.  First  is  the  operation 
of  production  plants,  such  as  aggregate  plants,  concrete  batch  plants, 
and  asphalt  plants.  The  actual  costs  of  operating  these  plants  are 
charged  to  an  account  bearing  some  such  title  as  "Plant  operations" 
and  the  charges  to  the  job  cost  accounts  are  based  on  an  amount  per 
yard  of  material  produced.  The  credits  contra  to  these  charges  would 
be  either  to  "Plant  operations"  or  to  a  special  account  set  up  to  take 
the  credits. 

Second  is  the  operation  of  heavy  or  major  equipment.  This  includes 
power  shovels,  tractors,  carry-alls,  trucks,  cranes,  compressors,  motor 
graders,  compactors,  and  similar  equipment.  Accounting  for  these 
costs  has  been  described  under  the  heading  "Basic  accounting"  early 
in  this  chapter.  Essentially  it  is  similar  to  that  just  described  for 
plant  costs  except  that  the  basis  for  charging  the  job  cost  accounts 
is  usually  hours  worked. 

Third  is  the  operation  of  a  very  large  number  of  items,  too  small 
to  be  classed  as  heavy  or  major  equipment,  but  too  large  to  be  treated 
as  tools  and  supplies.  Some  examples  are  power-operated  concrete 
buggies,  air  tools,  vibrators,  chain  saws,  office  equipment,  engineer- 
ing equipment,  carpenter  shop  and  machine  shop  equipment,  ware- 
house equipment,  and  camp  and  mess  hall  equipment. 

The  easiest  way  to  account  for  the  cost  of  minor  equipment  is  to 
give  it  a  nominal  salvage  value  of  perhaps  $10  to  $15  per  unit,  and 
write  the  balance  off  at  the  rate  of  40  per  cent  to  50  per  cent  per  year. 
If  the  jobs  are  large,  the  entire  value  may  be  written  off  over  the 
life  of  the  job  and  any  minor  equipment  remaining  can  be  appraised 
and  credited  back  to  the  job.  On  smaller  jobs,  where  centralized  control 
is  kept  in  the  general  office,  such  equipment  is  usually  charged  out 
to  the  job  at  a  daily  or  monthly  rate  and  a  single  cost  account  kept 
to  receive  the  costs  of  its  ownership  and  operation. 

Various  forms  (Fig.  10.4-10.7)  for  keeping  equipment  time  have 
been  illustrated.  The  purpose  of  each  form  is  to  show  the  time 
charged  to  each  work  item  or  cost  account.  As  the  time  is  compiled  and 


214     10:    ACCOUNTING    FOR    EQUIPMENT    COSTS 

the  accounts  are  charged  for  it  at  the  standard  rates,  job  manage- 
ment often  needs  current  comparisons  between  equipment  costs  in- 
curred and  those  estimated  for  each  work  item.  The  weekly  cost 
statement  is  a  form  designed  to  provide  this  comparison  for  both 
labor  and  equipment  costs.  The  fact  that  one  form  can  serve  for 
the  reporting  of  both  classes  of  costs  points  up  the  similarity  in  the 
procedures  for  recording  and  reporting  them. 

It  must  be  emphasized  that  forms  and  procedures  for  reporting 
vary  as  widely  as  the  reporting  requirements.  The  important  point 
is  that  equipment  cost,  like  labor  cost,  is  an  important  item  in  the 
total  cost  of  many  construction  jobs.  It  is  referred  to  by  accountants 
as  a  variable  cost  because,  like  labor  cost,  it  tends  to  vary  directly 
with  the  volume  of  work.  Also,  like  labor,  it  tends  to  respond  quickly 
to  the  efforts  of  management.  The  cost  statement  (Fig.  10.12)  may 
be  needed  daily  rather  than  weekly.  On  the  other  hand,  if  labor 
control  is  good,  it  may  not  be  needed  at  all,  because  the  control  on 
the  operators'  labor  serves  a  double  purpose.  Like  all  reports,  equip- 
ment cost  reports  should  be  made  only  when  and  if  they  are  useful 
to  job  management  in  determining  where  and  how  to  direct  its  ef- 
forts. 

Often,  instead  of  an  over-all  report  on  all  job  equipment  costs, 
a  special  report  for  those  operations  where  heavy  concentrations  of 
equipment  are  used  will  serve  job  management's  purposes  better. 
Thus  a  batch  plant  may  report  the  daily  yardage  run  or  a  spreader 
operation  the  yardage  of  material  placed.  The  grade  foreman's  re- 
port (Fig.  10.13)  illustrates  such  a  form  for  an  earthmoving  job. 
Note  that  if  work  is  being  done  at  scattered  locations  a  superinten- 
dent can  tell  at  a  glance  from  this  form:  (1)  what  equipment  is  at 
the  location,  (2)  the  specific  units  in  use,  (3)  whether  they  are  working 
or  idle,  (4)  whether  they  are  working  to  capacity,  and  (5)  the  total 
yardage  moved  for  the  day. 

When  a  substantial  amount  of  equipment  is  being  rented,  one 
of  the  ever-present  problems  is  to  remove  it  from  the  job  and  stop 
the  rental  as  soon  as  the  equipment  is  no  longer  needed.  On  the 
other  hand,  if  equipment  is  taken  off  the  job  too  soon  it  is  very  ex- 
pensive to  bring  it  back  temporarily,  and  it  is  often  even  more  expen- 
sive to  try  to  do  the  work  with  inadequate  tools.  Basically,  the  an- 
swer to  this  problem  lies  in  effective  planning  for  equipment  use, 
but  if  a  superintendent  is  failing  to  plan  adequately,  one  way  of  de- 
tecting his  error  is  through  the  daily  equipment  rental  report  (Fig. 
10.14).  Such  a  daily  report  is  the  basis  for  the  monthly  "payroll" 
(Fig.  10.6)  for  rented  equipment. 
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Fig.    10.13      Grade   foreman's   report 

An  example  of  the  specialized  forms  that  each  company  may  de- 
vise for  its  own  particular  needs,  this  form  is  designed  to  provide 
job  management  with  current  information  on  an  earthmoving 
job. 
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Fig.   10.14      Daily  equipment  cost  report 

This  form  is  useful  on  jobs  for  which  equipment  costs  are  large 
in  relation  to  total  cost. 
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Moving  costs 

One  of  the  pitfalls  of  construction  cost  keeping  is  the  cost  of  mov- 
ing. All  too  often  it  is  overlooked  in  bidding  because  of  a  hope  that 
someone  else  will  pay  for  it.  However  that  may  be,  the  cost  of  mov- 
ing equipment  to  a  job  and  then  moving  it  away  is  a  very  large 
and  a  very  important  item  in  any  job  where  a  substantial  amount  of 
equipment  is  used.  In  fact,  on  a  $1  million  earthmoving  job,  it  is  not 
unusual  to  see  a  budget  of  from  $20,000  to  $50,000  for  move-in,  move- 
out  costs. 

If  accurate  unit  costs  are  to  be  kept,  the  moving  costs  must  be 
written  off  to  job  costs  in  proportion  to  the  amount  of  equipment 
used  on  each  job.  Actual  move-in  costs  will  normally  be  charged  to 
an  account  of  that  name  or  to  a  special  subdivision  of  the  "Equip- 
ment operating  cost"  account.  To  the  standard  rate  per  hour,  or 
per  unit,  a  certain  amount  or  percentage  is  added  to  cover  the 
move-in,  move-out  costs.  When  the  move-in  costs  have  been  fully 
absorbed,  a  credit  balance  develops  in  the  account  and  it  is  against 
this  credit  balance  that  move-out  costs  are  charged. 

There  are,  of  course,  other  bases  for  writing  off  the  move-in,  move- 
out  costs.  Sometimes  these  costs  are  added  to  overhead  and  absorbed 
on  the  basis  of  total  direct  costs.  At  other  times  direct  labor  hours  or 
direct  labor  cost  provides  a  better  or  more  accurate  measure.  Gen- 
erally, however,  adding  a  percentage  to  the  equipment  operating 
rates  provides  the  most  satisfactory  basis  for  distribution.  If  there  are 
loading  and  unloading  costs  or  assembly  and  dismantling  costs, 
they  are  usually  handled  in  the  same  way  as  move-in,  move-out 
costs  and  often  as  a  part  of  them. 


Equipment  rentals 

The  problems  that  accompany  the  rental  of  equipment  fall  into 
the  following  general  categories: 

1.  Rates 

2.  Move-in  and  move-out 

3.  Loading  and  unloading 

4.  Assembling  and  dismantling 

5.  Rental  period 

6.  Condition  and  repairs 

7.  Insurance  and  valuation 

8.  Idle  time. 

Of   course,    in   any   well-drawn    equipment   rental   contract    these 
points  must  be  carefully  covered. 
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Rates:  Ordinarily  equipment  is  rented  on  a  monthly  basis. 
Rentals  for  fractional  months  are  usually  stated  in  days,  and  frac- 
tional days  are  usually  stated  in  either  shifts  or  hours.  It  is  not  un- 
usual, if  equipment  is  to  be  worked  for  more  than  one  shift,  to  find 
the  rental  rate  stated  in  terms  of  a  daily  rate  on  a  one-shift  basis.  For 
two  shifts  the  rate  would  be  one  and  one-half  times  the  rate  for  one 
shift.  If  the  equipment  worked  three  shifts  there  would  be  no  extra 
charge  for  the  third  shift.  Usually,  however,  rates  are  stated  at  a 
flat  amount  per  month  and  it  is  up  to  the  contractor  to  determine 
the  usage  and  to  keep  the  equipment  running.  If  special  attach- 
ments are  normally  used  with  the  types  of  equipment  being  rented 
it  is  important  to  know  what  attachments  the  contract  rate  in- 
cludes. 

Moving  costs:  The  cost  of  moving  the  equipment  from  the 
owner's  yard  to  the  user's  job  and  back  again  is  borne  by  the  user. 
However,  problems  arise  when  the  equipment  is  not  being  moved 
from  (or  to)  the  owner's  yard  but  instead  is  sent  from  one  job  to 
another.  If  the  hauls  from  job  to  job  are  greater  than  the  distance 
from  the  owner's  yard  to  the  user's  job  a  question  arises  as  to  who 
pays  the  difference.  One  common  provision  found  in  equipment 
rental  contracts  provides  that  the  user  will  pay  the  cost  of  transporta- 
tion to  the  job  and  return  but  that  this  charge  is  not  to  exceed  the 
cost  of  transporting  the  equipment  from  the  owner's  yard  to  the  job 
and  back  again. 

Even  with  this  type  of  provision,  an  alert  owner  can  sometimes 
collect  twice  for  some  part  of  the  transportation  charges.  Users  some- 
times guard  against  this  by  providing  that  the  owner  must  certify 
that  return  transportation  is  not  being  paid  for  by  the  next  user.  It 
is  fairly  common  to  limit  the  amount  to  be  paid  for  transportation. 

Loading:  Unloading  and  reloading  at  the  job  site  are  usually 
performed  at  the  user's  expense.  If  the  equipment  comes  from  or  re- 
turns to  the  owner's  yard,  the  owner  may  have  some  loading  or  un- 
loading expense  to  pay,  but  if  it  moves  from  one  job  directly  to 
another,  the  owner  is  saved  this  cost.  Obviously  an  owner  will  con- 
sider this  fact  when  deciding  whether  to  remove  a  piece  of  equipment 
from  a  job  immediately  upon  notice  from  the  user  that  he  is  through 
with  it. 

Assembly:  If  production  plant  or  heavy  equipment  must  be 
assembled  after  it  arrives  on  the  job  and  disassembled  before  it 
leaves,  the  costs  are  often  quite  heavy.  It  is  standard  operating  pro- 
cedure for  the  user  to  pay  these  costs  except  when  a  seller  sends  his 
own  crew  to  assemble  a  new  plant  and  see  that  it  is  properly  placed 
in  operation. 
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Rental  period:  For  light  equipment,  rented  for  a  comparatively 

short  time,  the  rental  period  customarily  starts  when  the  equipment 
leaves  the  owner's  yard  and  ends  when  it  is  returned.  On  heavier  equip- 
ment that  is  rented  for  longer  periods,  it  is  customary  to  find  the  rental 
period  starting  when  the  equipment  is  loaded  for  shipment  and  end- 
ing a  stated  time  (say  three  days)  after  notice  of  termination  and  avail- 
ability (Fig.  10.15)  is  given  by  the  user.  Often,  to  avoid  the  cost  of 
unloading  and  reloading  at  the  owner's  yard,  an  owner  will  leave 
equipment  stored  at  the  user's  job  site  until  it  is  to  be  shipped  else- 
where. When  this  happens,  the  temptation  is  great  to  use  the  equip- 
ment without  paying  rent  for  it.  On  the  other  hand,  the  user  must  be 
careful  to  see  that  no  rent  is  paid  for  idle  equipment  which  is  merely 
awaiting  shipping  orders. 


Request  for  Equipment  Termination 


To: (Equipment  timekeeper) 

From 

Please  terminate  the  following  piece  of  equipment  effective: 


Equipment  No Serial  No. 

Owner 

Description 


Condition , 


Requested  by . 
Approved  by. 
Date 


Fig.  10.15     Request  for  equipment  termination 

When  equipment  is  being  rented  it  must  be  kept  busy  or  its  cost 
will  be  lost  to  the  job.  Most  rental  contracts  require  notice  of 
termination  of  rented  equipment.  This  form  is  satisfactory  for 
that  purpose. 

A  special  problem,  which  usually  is  the  subject  of  a  special  provi- 
sion in  the  equipment  rental  contract,  is  the  user's  liability  for  rent 
during  time  lost  through  strikes,  storms,  or  other  reasons  beyond  the 
user's  control.  Some  contracts  terminate  the  rental  entirely,  others 
provide  for  a  special  "standby"  rate  which  is  often  about  half  of  the 
regular  rate.  Still  others  make  no  provision  at  all  for  such  contingen- 
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cies.  The  alert  user  will  usually  demand  some  protection  against  this 
kind  of  situation. 

Condition:  Equipment  that  arrives  at  the  job  site  in  such  poor 
condition  that  it  cannot  reasonably  be  operated  does  not  usually  incur 
rental  charges  until  it  is  repaired,  and  the  cost  of  such  repair  is  cus- 
tomarily borne  by  the  owner.  Because,  on  the  other  hand,  the  user  is 
normally  responsible  for  ordinary  repairs  during  the  rental  period 
and  for  returning  the  equipment  in  as  good  an  operating  condition 
as  when  it  arrived,  most  equipment  rental  contracts  make  provision 
for  inspection  on  arrival  and  departure.  It  is  usual  for  such  contracts 
to  provide  that  if  one  party  fails  to  have  an  inspector  on  the  site, 
that  party  agrees  to  accept  the  findings  of  the  other  party's  inspector. 

Insurance:  Most  equipment  rental  contracts  require  the  user  to 
insure  the  equipment  against  accidental  loss  or  damage  and,  because 
most  insurance  policies  of  that  type  are  based  on  the  value  of  the 
equipment,  the  value  is  usually  agreed  upon  in  the  contract. 

Idle  time:  Whether  equipment  is  owned  or  rented,  it  costs  money 
whenever  it  is  idle.  To  charge  idle  equipment  time  to  cost  accounts 
or  work  items  is  to  distort  costs  and  conceal  a  source  of  waste.  Hence 
most  equipment  time  records  call  for  an  accounting  for  idle  time.  The 
easiest  way  to  report  on  idle  time  is  to  account  for  it  separately  in  the 
cost  ledger  as  if  it  were  a  separate  item  of  job  overhead  cost  (which  in 
fact  it  is).  The  account  set  up  is  charged  with  the  out-of-pocket  costs 
of  ownership  (taxes,  insurance,  depreciation  and  sometimes  storage) 
for  all  hours  except  the  "normal"  idle  time  which  is  figured  into  the 
hourly  rate. 

Owning  or  renting 

One  of  the  greatest  risks  any  business  can  incur  is  that  of  having  a 
large  portion  of  its  capital  tied  up  in  nonproductive  assets.  Construc- 
tion equipment  sitting  idle  in  the  contractor's  yard  or  warehouse  is 
more  than  just  nonproductive.  It  demands  outlay  for  insurance  and 
for  maintenance,  and  depreciation  continues  just  about  as  fast  as  if 
the  equipment  were  working.  Worst  of  all,  a  contractor  who  has  all 
his  profit  tied  up  in  equipment  at  the  end  of  a  job  finds  himself  in  the 
unhappy  position  of  having  income  taxes  to  pay  and  no  money  to  pay 
them  with. 

Therefore  many  contractors  (particularly  those  in  lines  where  heavy 
equipment  is  needed)  prefer  either  to  subcontract  those  portions  of 
the  work  that  require  equipment  or  to  rent  whatever  equipment  is 
needed  to  do  the  job  on  hand.  By  so  doing,  these  firms  avoid  not  only 
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the  heavy  capital  commitments  required  by  equipment  ownership  but 
also  the  temptation  to  "make  do"  with  inadequate  or  unsuitable 
equipment  simply  because  it  is  available. 

One  alternative  to  this  policy  is  sometimes  used  on  very  large  jobs, 
particularly  those  run  by  joint  ventures.  That  is  to  buy  new  equip- 
ment at  the  start  of  the  job  and  sell  it  at  the  end  of  the  job. 

Another  alternative  commonly  followed  is  for  a  construction  com- 
pany to  own  a  separate  equipment  company.  The  combined  group 
buys  at  dealer  prices,  makes  the  maximum  profit,  and,  by  renting  to 
others,  manages  to  cut  idle  time  to  a  minimum. 

On  the  other  hand,  when  the  work  volume  is  reasonably  steady  and 
the  variety  of  equipment  required  is  not  too  great,  many  contractors 
find  it  both  convenient  and  profitable  to  own  equipment.  Also,  many 
prospective  clients  for  construction  work  require  that  all  bidders  sub- 
mit a  brochure  showing,  among  other  things,  a  list  of  equipment 
owned  by  the  contractor.  Rightly  or  wrongly,  there  is  a  tendency  on 
the  part  of  some  prospective  clients  and  their  architects,  as  well  as 
some  public  bodies,  to  question  the  stability  of  a  contractor  who  owns 
no  equipment. 

There  are  many  compromises  between  the  extremes  of  owning  all 
the  necessary  equipment  or  none  of  it.  Many  excavation  contractors 
own  their  power  shovels  and  bulldozers  but  rent  their  trucks  from  in- 
dependent truck  owners  who  drive  and  maintain  their  own  vehicles. 
The  drivers  are  placed  on  the  contractor's  payroll  and  therefore  are 
employees,  but  they  take  care  of  their  own  licensing  and  maintenance. 
This  practice  sometimes  avoids  transportation  taxes,  but  payroll  tax 
liabilities  are  then  incurred. 

Another  compromise  is  to  own  the  minor  equipment  and  either  rent 
or  subcontract  to  secure  the  major  items.  Still  another  is  to  own  the 
major  equipment  and  to  accept  only  subcontract  jobs  where  that  type 
of  equipment  is  required. 

Very  little  equipment  is  rented  on  an  "operated  and  maintained" 
basis.  Usually,  if  an  operator  is  to  be  furnished,  it  is  safer,  from  the 
standpoint  of  compensation  insurance  if  nothing  else,  for  the  contrac- 
tor to  put  the  operators  on  his  own  payroll  and  rent  the  equipment 
"bare." 

It  has  been  pointed  out  that  the  construction  contractor  is  in  a  pe- 
culiar position  relative  to  ownership  of  his  work  in  process.  Most  of 
this  work  consists  of  improving  the  real  property  of  others,  and  as 
soon  as  the  work  is  done,  legal  title  to  it  vests  in  the  owner  of  the 
realty.  To  protect  the  contractor,  the  federal  government  and  all  states 
(but  not  all  foreign  governments)  have  lien  laws  or  bond  acts  to  provide, 
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as  security,  the  power  to  seize  the  property  improved,  or  in  lieu  of  such 
seizure,  a  claim  against  the  contractor's  bond.  The  lien  laws  provide 
for  a  statutory  procedure  to  place  a  lien  on  the  real  property  improved 
or  (as  in  government  contracts)  to  provide  a  solvent  bondsman  to 
whom  the  laborer  or  materialman  may  turn  in  the  event  he  cannot 
collect  from  the  person  with  whom  he  has  contracted. 

Most  of  these  lien  laws  and  bond  acts  refer  to  "labor"  and  "mate- 
rial" as  the  items  secured.  Nevertheless,  the  Federal  Bond  Act  of  1935 
(Miller  Act)  and  most,  if  not  all,  of  the  state  laws,  also  include  equip- 
ment rentals  among  the  items  covered  so  long  as  the  equipment  is  used 
directly  at  the  job  site  or  is  otherwise  connected  with  the  work  in 
some  fashion  direct  enough  to  come  within  the  language  of  the  par- 
ticular statute.  However,  equipment  rented  to  a  materialman  who  uses 
it  to  load  or  process  materials  would  not,  under  most  statutes,  be 
covered. 

Equipment  problems  in  joint  ventures 

A  joint  venture,  like  any  other  organization  which  has  contracted 
to  do  a  construction  job,  may  either  buy  its  equipment  or  rent  it.  As 
long  as  it  rents  from  some  third  party  there  are  no  problems  peculiar 
to  joint  venture  equipment.  As  soon  as  it  rents  equipment  from  one 
of  the  members  of  the  venture,  questions  of  rental  rates  and  repair  and 
maintenance  policy  arise.  As  soon  as  it  purchases  equipment  the  ques- 
tion of  ultimate  disposal  is  raised,  and  if  the  purchase  is  made  from  a 
member  of  the  venture  the  additional  questions  of  price  and  condi- 
tion arise.  It  is  not  uncommon  to  hear  a  contractor  remark  that  he 
"got  the  joint  venture"  to  put  his  equipment  "in  good  shape." 

Needless  to  say,  it  is  most  important  that  joint  venture  agreements 
deal  in  detail  with  the  questions  just  raised.  It  is  outside  the  scope  of 
this  book  to  discuss  in  detail  the  contents  of  joint  venture  agreements, 
but  it  is  appropriate  to  point  out  the  trouble  spots  from  an  accounting 
viewpoint.  Accordingly,  Schedule  10.3  is  included  as  a  checklist  of  the 
accounting  aspects  of  equipment  provisions  in  a  joint  venture  agree- 
ment. 

SCHEDULE  10.3/CHECKLIST  OF  EQUIPMENT  PROVISIONS  OF  A  JOINT 
VENTURE  AGREEMENT 

1.  Is  there  a  schedule  of  rental  rates  to  be  charged  by  members  to  the 
venture  for  equipment  rented  to  it? 

2.  Does  the  schedule,  if  present,  provide  for  additional  rentals  for  special 
attachments  or  devices? 
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SCHEDULE    10.3/CHECKUST    OF    EQUIPMENT    PROVISIONS    (Cont.) 

3.  Does  the  agreement  define  ordinary  repairs  and  maintenance  for  which 
the  venture  must  pay,  and  extraordinary  repairs  which  may  be  charged  back 
to  the  owner?  A  system  of  repair  orders  (Fig.  10.10,  10.11)  is  virtually  in- 
dispensable if  the  job  is  to  handle  its  own  repairs. 

4.  Does  the  agreement  include  special  rates  for  use  of  the  equipment  on 
more  than  one  shift? 

5.  Does  the  agreement  specify  who  is  to  pay  for  transportation  to  and  from 
the  job  and  what  happens  when  the  equipment  is  to  be  brought  from  or 
shipped  to  a  point  unusually  distant  from  the  job  site? 

6.  Does  the  agreement  specify  when  rentals  are  to  begin,  when  they  are  to 
end  and  whether  they  are  to  continue  during  periods  when  the  equipment  is 
in  the  shop  or  during  delays  due  to  weather,  strikes,  and  so  on? 

7.  May  the  job  refuse  to  accept  from  a  venturer  equipment  that  is  in  poor 
condition  on  arrival?  How  is  condition  to  be  determined? 

8.  How  is  joint-venture-owned  equipment  to  be  handled  on  the  venture 
books,  and  how  is  it  to  be  valued  at  the  end  of  the  venture?  Particularly,  how 
fast  is  it  to  be  written  off? 

9.  Will  members  of  the  venture  have  the  first  chance  to  buy  it?  If  so,  at 
what  price,  and  who  has  the  preference  if  more  than  one  member  of  the 
venture  wants  to  buy  the  same  piece  of  equipment? 

10.  If  equipment  is  to  be  transferred  to  another  venture  between  the  same 
parties,  at  what  value  is  the  transfer  to  be  made? 

If  these  ten  questions  are  discussed  and  answered  in  advance  there 
will  be  few  arguments  about  joint  venture  equipment  that  cannot  be 
settled  by  reference  to  the  agreement.  On  the  other  hand,  no  agree- 
ment, however  carefully  discussed  and  drafted,  can  take  the  place  of 
fair  dealing  between  the  parties.  This  is  especially  true  of  agreements 
on  joint  venture  equipment. 
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Accounting  for  Subcontract  Costs 


It  might  appear  that,  once  the  subcontract  (Chap.  6)  is  let,  there  are 
few,  if  any,  problems  in  accounting  for  the  costs.  In  large  measure, 
this  statement  is  true.  On  very  small  jobs  the  subcontractor  renders 
his  bill  at  the  end  of  the  job  and  the  cost  is  accounted  for  in  that 
period.  If  subcontracting  is  on  a  cost-plus  basis  the  subcontractor  sub- 
mits periodic  billings  for  his  costs  and  fee,  and  again  the  costs  are  ac- 
counted for  in  the  period  when  billing  takes  place.  If  jobs  cover  a 
longer  period  and  involve  progress  billings,  retained  percentages, 
change  orders,  and  special  work  or  services,  or  if  there  are  second-  and 
third-tier  subcontractors,  job  site  security  regulations,  or  labor  prob- 
lems, accounting  procedures  must  be  broadened  to  meet  the  broader 
needs. 

Progress  billings 

If  subcontractor  progress  billings  are  based  on  a  percentage  of  com- 
pletion it  is  usual  for  the  prime  contractor's  job  engineer  and  the 
subcontractor  or  his  superintendent  jointly  to  estimate  the  percentage 
of  completion  and  agree  on  the  amount  to  be  billed  by  the  subcon- 
tractor. Such  progress  estimates  may  be  summarized  on  special  forms 
(Fig.  6.2,  Fig.  11.1). 

223 


224  11:   SUBCONTRACT    COSTS 


SUB-CONTRACTOR'S  PARTIAL  PAYMENT  ESTIMATE  NO- 

For  Period  Ending 

Sub-Contractor: 

Description  of  Work: 


Original  Sub-Contract  Amount: 
Change  Orders : 


Total  Amount  of  Contract: 
Less  Retained  Percentage  (      %) 
Leas  Previous  Payments 
Net  Amount  to  Date: 

Less: 

Payment  Now  Due 


Total  Amount 


Fig.   11.1      Payment  estimate 

Figure  6.2  shows  one  form  of  subcontractor  payment  estimate. 
This  is  another  form,  designed  to  be  either  typed  or  handwritten. 


PROGRESS    BILLINGS 
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Sometimes,  instead  of  periodic  estimates  based  on  percentage  of 
completion,  the  subcontract  will  call  for  estimates  to  be  submitted  at 
a  particular  stage  of  completion.  For  example,  a  plumber  might  bill 
one-third  of  his  contract  price  when  the  rough  plumbing  is  in,  one- 
third  when  the  finish  plumbing  is  in  and  the  fixtures  are  set,  and  the 
balance  35  days  after  final  inspection  and  test.  This  is  just  another  way 
of  arriving  at  percentage  of  completion  and  when  the  job  is  not  too 
long  it  is  reasonably  satisfactory.  On  the  longer  jobs,  however,  periodic 
billings  based  on  progress  are  generally  preferable.  In  either  event, 
the  same  general  type  of  summary  is  needeed  to  support  the  entry  deb- 
iting the  general  ledger  account  with  "Work  in  progress"  and  credit- 
ing a  liability  account  for  "Amounts  due  subcontractors"  on  the 
prime  contractor's  books. 

The  subcontractor's  ledger  sheet  (Fig.  11.2)  is  used  in  a  subsidiary 
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Fig.   11.2     Subcontractor's  ledger 

A  special  variety  of  accounts  payable  ledger,  this  form  is  particu- 
larly useful:  when  there  are  numerous  subcontracts;  when  these 
constitute  an  important  part  of  job  costs;  and  when  the  amounts 
owed  are  important  in  the  contractor's  balance  sheet. 
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ledger  controlled  by  the  "Subcontract  cost"  column  in  the  "Work  in 
progress"  account  and  by  the  account  "Amounts  due  subcontractors 
— Retained  percentages."  Other  columns  in  the  subcontractor's  ledger 
are  set  up  to  give  a  summary  of  the  subcontracts  let  and  the  amounts 
remaining  to  be  paid  on  them.  This  last  information  can  be  useful  at 
two  different  points.  First,  when  the  engineer  is  making  his  periodic 
estimate  of  cost  to  complete  he  can  refer  quickly  to  the  relative  stage 
of  completion  of  each  subcontractor.  Second,  if  either  the  subcontrac- 
tor or  the  prime  contractor  is  "unbalancing"  the  subcontract  payment 
requests,  any  serious  discrepancies  between  physical  progress  and 
dollar  payments  is  more  easily  noticed.  Normally,  there  will  be  a 
tendency  for  the  subcontractor  to  unbalance  in  favor  of  overpayments 
while  the  tendency  of  the  prime  contractor  will  be  to  unbalance  in 
favor  of  underpayment.  Usually  the  two  just  about  offset  each  other, 
but  when  the  payments  get  out  of  proportion  to  physical  progress,  the 
records  should  call  attention  to  that  fact.  Another  factor  for  which 
both  the  partial  payment  estimate  form  (Fig.  11.1)  and  the  subcontrac- 
tor's ledger  form  (Fig.  11.2)  make  provision  is  the  change  order.  Even 
on  relatively  small  jobs  change  orders  frequently  change  the  contract 
amount  and  must  be  taken  into  consideration  as  the  job  progresses. 
Occasionally,  change  orders  are  taken  into  account  as  separate  work 
orders,  but  the  generally  preferable  procedure  is  to  make  them  a  part 
of  the  subcontract  itself. 


Retained  percentages 

When  a  subcontractor  bills  the  prime  contractor  for  a  progress  pay- 
ment, construction  cost  is  charged  for  the  full  amount.  The  contra 
credit  is  divided  between  an  account  called  "Amounts  due  to  subcon- 
tractors— Current"  and  another  called  "Amounts  due  to  subcontrac- 
tors— Retained  percentages."  It  is  the  latter  account  that  controls  the 
"Retained  percentages"  column  in  the  subcontractor's  ledger. 

The  payment  of  the  retained  percentages  must  be  made  strictly  in 
accordance  with  the  subcontract  agreement.  Otherwise  there  is  a  pos- 
sibility that  the  subcontractor's  surety  (if  he  has  one)  may  be  released. 

A  subcontractor,  quite  naturally,  wants  his  retained  percentage  re- 
leased as  soon  as  possible  after  he  has  finished  his  work  and,  wherever 
possible,  he  will  seek  to  have  provision  made  in  the  subcontract  agree- 
ment to  that  effect. 

The  prime  contractor,  on  the  other  hand,  will  try  to  keep  the  sub- 
contractor's retention  until  the  whole  job  is  completed.  There  are 
several  reasons  for  this  effort.  First,  the  prime  contractor  will  not,  as  a 
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rule,  receive  his  retention  until  the  end  of  the  job.  Second,  many 
owners  and  architects  reserve  the  right  of  final  inspection  at  the  com- 
pletion of  the  whole  job  and  if  something  goes  wrong  with  the  sub- 
contractor's work  between  the  end  of  the  subcontract  job  and  the  final 
completion  inspection,  there  is  no  security  for  correcting  the  work.  If 
the  prime  contractor's  policy  calls  for  early  release  of  subcontractor 
retentions,  it  might  well  be  necessary,  from  a  conservative  accounting 
viewpoint,  to  provide  a  reserve  for  such  losses. 

Backcharges 

One  of  the  most  persistent  problems  of  accounting  for  subcontract 
costs  is  that  of  controlling  backcharges.  A  subcontractor  needs  a  piece 
of  equipment  for  an  hour  or  so.  The  prime  contractor's  superintend- 
ent supplies  it.  In  theory,  when  the  equipment  time  is  reported,  the 
time  worked  for  the  subcontractor  will  show  up.  The  contractor  will 
charge  the  subcontractor's  account  and  it  will  be  deducted  from  his 
next  progress  payment. 

In  practice  it  may  be  handled  differently.  The  contractor's  superin- 
tendent may  say  to  the  subcontractor: 

"Okay!  I'll  send  the  equipment  over,  but  how  about  having  your 
gang  repair  those  places  where  the  carpenters  damaged  your  work,  and 
we'll  call  it  even? 

If  this  sort  of  exchange  goes  on  very  much  there  is  a  better-than- 
even  chance  that  after  a  few  months  there  will  be  an  argument  about 
disputed  backcharges.  Regardless  of  the  outcome  each  company  will 
feel  that  it  has  been  cheated. 

This  observation  definitely  does  not  mean  that  prime  contractors 
should  furnish  nothing  to  subcontractors  or  vice  versa.  It  simply  means 
that  nothing  should  be  done  without  written  authorization.  In  the 
example  above  the  subcontractor's  representative  should  have  given 
the  contractor  a  written  order  for  the  equipment  and  the  contractor's 
superintendent  should  have  given  a  like  order  to  the  subcontractor. 

The  excuse  for  failing  to  observe  these  formalities  is  that  by  the 
time  a  formal  order  is  written  up  and  signed  the  work  is  done  and 
forgotten  about.  That  is  usually  the  trouble.  It  is  forgotten  about  until 
the  time  of  the  subcontractor's  men  and  of  the  contractor's  equipment 
is  recorded.  Then  the  books  of  both  companies  show  an  open  charge. 
The  prime  contractor  is  in  a  position  to  collect  by  offsetting  the  charge 
against  the  progress  payment,  and  when  he  does,  the  argument  starts. 

There  is  really  no  excuse  for  such  a  result.  The  formalities  are  ex- 
tremely simple.  The  contractor's  superintendent  can  easily  carry  in 
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his  pocket,  or  in  the  glove  compartment  of  his  pickup  truck,  a  pad  of 
field  work  order  forms  (Fig.  11.3).  The  forms  are  in  triplicate  and 
padded  with  one-time  carbons.  When  an  agreement  is  reached  or  the 
order  is  given  it  takes  only  a  few  seconds  to  record  it,  give  one  copy  to 
the  superintendent,  one  to  the  subcontractor's  representative,  and 
leave  one  in  the  book  for  audit.  If  subcontractors  clearly  understand 


FIELD 
WORK 
ORDER    T°_ 


1851 
/  U 


YOU  ARE  hSBS  AUTHORIZED  AND  DIRECTED  TO  DO  THE  ABOVE  DESCRIIED  WOBK  ON  THE  TEHMS  INDICATED: 
SIGNED BY 


Fig.  11.3     Field  work  order 

This  form  was  designed  to  make  it  easy  to  reduce  agreements  be- 
tween the  prime  contractor  and  subcontractors  to  writing,  and 
thus  prevent  the  disputes  that  arise  from  oral  instructions  and 
unrecorded  "deals." 


that  no  work  will  be  paid  for  without  such  an  authorization  and  if 
superintendents  and  project  managers  are  held  strictly  accountable 
for  work  done  without  authority  there  should  be  no  problems  on 
chargebacks.  In  other  words,  there  should  be  no  recognition  of  oral 
instructions  nor  of  oral  deals. 


Special  services  to  subcontractors 

Lending  labor  to  subcontractors  or  others  is  a  practice  that  deserves 
special  mention  because  of  the  accompanying  hazards.  It  usually  hap- 
pens in  one  of  two  ways.  A  subcontractor's  men  may  be  carried  on  the 
prime  contractor's  payroll  or  men  on  the  prime  contractor's  payroll 
may  be  assigned  to  work  for  the  subcontractor. 

In  either  situation  an  industrial  injury  may  subject  the  employer  to 


SECURITY    PRECAUTIONS  229 

liabilities  which  he  never  intended  to  accept,  including  liability  be- 
yond the  coverage  of  workmen's  compensation  insurance.  An  even 
greater  risk  for  the  prime  contractor  is  involved  because  he  is  respon- 
sible for  the  work  of  all  men  on  his  payroll.  Thus  the  prime  contrac- 
tor may  be  relieving  the  subcontractor  of  responsibilities  that  the 
subcontractor  should  rightfully  assume. 

Often  a  prime  contractor  may  find  it  necessary  or  desirable  to  pro- 
vide subcontractors  with  such  services  as  hoisting,  mess  hall,  employee 
transportation,  or  housing.  If  some  such  service  is  to  be  rendered,  it 
should  be  mentioned  in  the  subcontract.  Arrangements  made  either  to 
offset  the  cost  against  progress  payments,  or  to  collect  it  separately, 
should  be  clearly  spelled  out  in  the  subcontract  unless,  of  course,  such 
services  or  facilities  are  to  be  provided  to  the  subcontractor  without 
charge  by  the  prime  contractor. 

Often  when  camp,  mess  hall,  and  commissary  services  are  involved, 
collection  can  be  made  directly  from  the  subcontractors'  employees. 
Otherwise  accounting  procedures  must  allow  for  keeping  records  of 
the  charges  to  be  made.  Thus  if  hoisting  services  are  provided  for  a 
building,  the  hoist  operator  should  keep  a  record  of  each  lift.  Usually 
a  simple  mimeographed  sheet  can  be  devised  for  such  a  record. 

Second-  and  third-tier  subcontracts 

In  accounting  for  the  costs  of  second-  and  third-tier  subcontracts,  a 
subcontractor  has  the  same  problems  and  meets  them  in  the  same  way 
as  a  prime  contractor.  However,  as  the  contracts  get  smaller  there  is  an 
increasing  tendency  to  treat  them  more  like  small  installations  or  serv- 
ice jobs  and  less  like  subcontracts. 

From  the  prime  contractor's  viewpoint,  no  special  accounting  rec- 
ognition need  be  given  to  second-  and  third-tier  subcontracts.  As  a 
practical  matter  the  prime  contractor  is  responsible  to  the  owner  for 
their  work,  their  conduct,  and — what  is  even  more  serious — any  liens 
that  result  from  their  activities,  even  though  such  liens  may  be  guar- 
anteed by  the  intervening  subcontractor.  If  trouble  brews  and  the  sub- 
contractor is  unable  or  unwilling  to  cope  with  it,  it  may  be  up  to  the 
prime  contractor's  controller  or  office  manager  to  take  whatever  steps 
are  necessary  to  protect  the  owner  and  the  prime  contractor. 

Security  precautions 

When  a  contractor  has  a  job  on  some  U.S.  government  installation 
where  security  restrictions  are  in  effect,  it  is  usually  up  to  the  contrac- 
tor's job  site  office  force  to  see  that  all  men  on  the  job  are  cleared.  As 
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a  rule,  if  the  security  officer  is  cooperative,  no  serious  problems  are 
involved.  It  is  necessary  to  see  that  the  contractor's  office  personnel  are 
fully  briefed  on  the  regulations  and  that  the  subcontractors  are  simi- 
larly informed.  One  common  error  is  to  fail  to  anticipate  the  arrival  of 
new  men  who  must  be  given  security  processing  both  at  the  govern- 
ment office  and  by  the  contractor  before  they  can  start  to  work.  For 
example,  a  subcontractor,  on  whose  performance  the  work  of  others 
depends,  can  hold  up  an  entire  job  for  half  a  day  by  sending  out  a 
crew  that  has  not  been  cleared,  for  by  the  time  the  guard  at  the  gate 
has  called  the  security  office  to  clear  the  newcomers  an  hour  or  so  will 
have  been  lost  and  by  the  time  a  crew  of  from  six  to  twelve  men  has 
been  processed  it  will  usually  be  too  late  to  start  work  until  after 
lunch. 

Since  it  is  usually  necessary  to  coordinate  each  subcontractor's  sched- 
ule with  those  of  the  prime  contractor  and  other  subcontractors,  it  is 
necessary  to  anticipate  the  arrival  of  subcontractors'  crews.  On  jobs 
covered  by  security  regulations  the  subcontractors  will  undoubtedly 
try  to  send  to  the  job  only  men  who  have  been  cleared.  If  new  men 
are  to  be  sent,  it  is  often  possible  to  obtain  their  clearance  a  day  in 
advance. 

When  the  size  of  the  job  warrants  it,  a  special  security  officer  for  the 
contractor  can  be  a  worthwhile  addition  to  the  field  crew,  but  it  is 
usual  to  see  the  security  work  handled  by  the  job  accountant.  In  any 
event  security  is  usually  under  the  jurisdiction  of  the  job  office  man- 
ager. 

In  accounting  for  the  cost  of  subcontracts  to  the  prime  contractor, 
there  is  a  tendency  to  overlook  the  overhead  occasioned  by  subcon- 
tract administration.  How  much  of  this  kind  of  overhead  there  is  will 
vary  with  the  size,  kind,  location,  and  complexity  of  the  jobs.  The 
presence  of  a  security  problem  may,  in  itself,  increase  the  subcontract 
administrative  cost  to  such  a  point  that  it  is  worth  making  an  over- 
head cost  allocation  to  subcontract  costs.  If  such  an  allocation  is  al- 
ready being  made,  the  security  cost  may  well  be  considered  in  estab- 
lishing the  rate  or  formula. 

Labor  relations 

The  cost  of  supervising  labor  relations  may  well  affect  the  overhead 
charge  allocated  to  subcontract  costs.  Large  jobs  usually  have  a  com- 
bination personnel  manager  and  labor  relations  director  whose  job  it 
is  to  handle  administrative-level  labor  relations  matters.  If  jobs  are 
small  but  numerous,  such  an  employee  may  serve  the  entire  company 
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instead  of  just  one  job.  When  labor  relations  problems  of  the  subcon- 
tractor affect  the  prime  contractor,  the  prime  contractor's  labor  rela- 
tions man  usually  handles  the  first  negotiations. 

It  is  fairly  common  practice  for  a  labor  union  to  put  pressure  on  a 
subcontractor  by  picketing  the  entire  job  of  a  prime  contractor. 
If  this  policy  is  followed,  the  prime  contractor  may  find  himself  in 
the  position  of  either  backing  the  union's  demands  against  the  sub- 
contractor or  taking  part  in  negotiations  on  behalf  of  the  subcontrac- 
tor. In  either  event,  costs  are  involved,  and  when  they  are  substantial 
they  should  be  distributed  as  a  part  of  the  job  overhead  properly 
applicable  to  subcontract  costs. 


12 


Accounting  for  Overhead 


Direct  and  overhead  costs 

The  word  "overhead"  means  cost  that  cannot  be  charged  to  an  item 
of  direct  cost  unless  some  more  or  less  arbitrary  basis  is  used.  There 
are  many  other  terms  that  mean  the  same  thing,  such  as:  indirect  cost, 
distributable  cost,  job  conditions,  burden,  other  costs,  and  miscellane- 
ous. If  a  cost  is  incurred  in  the  general  office  on  behalf  of  a  single  job, 
then  it  is  not  a  part  of  general  office  overhead.  It  may  become  an  item 
of  job  overhead,  but  in  the  general  office  it  is  a  direct  job  cost.  By 
whatever  name  such  costs  are  called,  they  are  basically  what  most  ac- 
countants have  come  to  know  as  overhead. 

For  example,  a  purchasing  agent  in  the  general  office  may  charge  to 
each  job  the  time  he  spends  buying  for  that  job.  So  far  as  the  general 
office  is  concerned,  the  chargeable  time  is  direct  cost.  In  the  job  ac- 
counts it  is  usually  job  overhead  because  rarely  can  a  purchasing 
agent's  time  be  clearly  identified  with  some  individual  work  item.  The 
distinction  made  between  general  overhead  and  job  overhead  is  a 
feature  of  construction  accounting.  In  manufacturing,  a  similar  dis- 
tinction is  recognized  by  segregating  the  general  administrative  and 
selling  expenses  from  the  overhead  incurred  in  manufacturing.  Among 
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construction  companies  there  is  little  uniformity  in  classification  and 
treatment  of  these  costs. 

One  of  the  reasons  for  the  lack  of  sharp  distinction  between  such 
costs  is  the  fact  that  the  same  item  may  be  either  a  direct  or  an  over- 
head charge  on  the  same  job.  For  example,  the  first  set  of  aerial  photo- 
graphs made  for  a  particular  job  might  be  a  direct  charge  to  the  cost 
of  mapping  the  area.  However,  on  the  same  job,  the  next  aerial  photo- 
graphs may  be  for  job  progress  pictures,  a  job  overhead  item,  or  to 
support  claims  for  default  by  a  subcontractor,  another  job  overhead 
item,  or  to  show  to  bankers  or  bondsmen  in  connection  with  a  general 
credit  application,  a  general  overhead  item. 

These  distinctions  are  not  academic,  even  for  the  smallest  con- 
tractor. For  one  thing,  his  policy  in  allocating  overhead  between 
years  will  affect  his  income  tax.  If  he  follows  a  policy  that  fails  to 
match  income  with  related  costs,  he  will  often  find  that,  over  a  period 
of  years,  he  is  paying  more  income  tax  than  he  would  if  costs  and  in- 
come were  properly  matched.  Thus,  under  a  proper  system  of  match- 
ing costs  and  revenue,  a  contractor  who  keeps  his  accounts  by  the 
completed  contract  method  will  charge  into  job  costs  all  overhead 
that  is  directly  applicable  to  jobs  and  such  overhead  will  be  a  part 
of  the  costs  for  the  year  in  which  the  job  is  closed. 

If  such  overhead  is  included  in  the  costs  of  a  different  year,  the 
tendency  will  be  for  the  high-profit  years  to  be  higher  and  the  low- 
profit  years  to  be  lower.  When  this  happens,  the  average  rate  tends 
to  be  higher  because  the  good  years,  for  individuals  and  smaller  cor- 
porations, are  taxed  in  a  higher  bracket. 

It  is  true  that  for  tax  purposes  the  completed  contract  method  is 
technically  available  only  if  the  jobs  last  over  one  year.  However,  as 
a  practical  matter,  this  variation  of  the  accrual  method  is  used  by  a 
great  many  small  contractors  and  is  accepted  without  question  for 
tax  purposes  because  it  reflects  income  more  correctly  than  either  the 
straight  accrual  method  or  the  cash  method. 

For  the  very  small  contractor  the  most  satisfactory  segregation  gen- 
erally is  to  treat  as  overhead  all  costs  and  expenses  except: 

1.  Labor  performed  at  the  job  site,  including  a  prorata  share  of 
payroll  taxes  and  workmen's  compensation  insurance 

2.  Materials  and  supplies  actually  consumed  on  the  jobs  including 
sales  and  use  taxes  on  them 

3.  Rental  of  equipment  actually  used  on  the  job. 

These  items  constitute  direct  costs,  and  the  sum  of  direct  costs  is 
usually  a  very  satisfactory  basis  for  most  small  contractors  to  use  in 
distributing  overhead  costs,  regardless  of  where  they  are  incurred.  For 
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SCHEDULE    12.1 /SMALL   CONTRACTOR'S   DIRECT  COSTS 


Equipment 

Job  No. 

Labor 

Materials 

rentals 

Total 

1 

$    375 

$    425 

$  60 

$    860 

2 

440 

305 

45 

790 

3 

1,230 

915 

125 

2,270 

4 

665 

475 

30 

1,170 

>,710 


2,120 


1260 


$5,090 


SCHEDULE    12.2/SMALL    CONTRACTOR'S    OVERHEAD    EXPENSES 


Office  salary 

$    300 

Rent 

75 

Telephone 

30 

Stationery  and  office  supplies 

45 

Postage 

20 

Repairs  and  maintenance 

92 

Small   tools  and  supplies 

107 

Insurance 

120 

Taxes 

66 

Depreciation 

150 

Other  expenses 

13 

Total 

$1,018 

Overhead  distributed  to  jobs 

1,018 

Balance 

$-0- 

example,  a  small  building  contractor  who  had  four  jobs  in  progress 
during  a  given  month  might  have  incurred  direct  costs  during  the 
month  as  shown  in  Schedule  12.1.  His  overhead  expenses  would  be  as 
shown  in  Schedule  12.2. 

The  total  overhead  costs  of  the  month  ($1,018)  are  20  per  cent  of 
the  total  direct  costs  incurred  during  the  month.  Therefore  a  journal 
entry  debiting  a  general  ledger  account  called  "Job  costs"  and  credit- 
ing another  general  ledger  account  called  "Overhead  distributed  to 
jobs"  would  effectively  charge  each  job  with  its  proportionate  share 
of  the  overhead  for  the  month.  The  entry  is  shown  in  Schedule  12.3. 

Note  that,  because  of  the  size  of  the  operation  in  this  example,  there 
is  no  segregation  of  general  office  and  job  site  overhead.  Note  also 
that  for  cost  accounting  purposes,  payroll  taxes  and  insurance  on 
direct  labor,  and  sales  and  use  taxes  on  materials  and  job  supplies, 
are  considered  as  direct  costs. 
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SCHEDULE    12.3/ JOURNAL    ENTRY    DISTRIBUTING    OVERHEAD 

Job  Costs  $1,018 

Overhead  charges  to  jobs  $1,018 

To  distribute  overhead 


Cost 

ledger 

detail: 

Job 

Direct  costs 

Overhead 

1 

$    860 

$    172 

2 

790 

158 

3 

2,270 

454 

4 

1,170 

234 

$5,090 

$1,018 

Essentially  the  same  principle  of  distribution  must  be  followed  re- 
gardless of  the  size  of  the  operation,  at  least  insofar  as  job  site  over- 
head is  concerned.  However,  as  operations  increase  in  size  and  com- 
plexity, so  also  do  the  problems  of  overhead  distribution. 

Such  problems  arise,  for  example,  when  the  contractor  acquires  a 
warehouse  and  a  yard,  or  establishes  various  service  departments,  such 
as  estimating,  engineering,  purchasing,  personnel,  and  machine  shop. 
Like  the  warehouse  and  yard,  each  of  these  departments  serves  the 
jobs  and,  under  the  best  accounting  treatment,  each  job  is  charged  for 
the  cost  of  services  rendered  to  it. 

Nevertheless,  when  service  departments  become  involved,  it  is 
sometimes  necessary  to  charge  their  costs  out  on  the  basis  of  standard 
rates  instead  of  the  simple  distribution  shown  in  Schedule  12.3.  The 
result  is  overabsorption  or  underabsorption  (usually  the  latter)  of 
these  costs,  and  the  differences,  together  with  a  number  of  general 
office  costs  which  cannot  be  passed  on  to  the  jobs,  then  become  a 
separate  class  of  overhead  commonly  referred  to  as  "general  office 
overhead"  or  some  similar  name  to  distinguish  it  from  the  overhead 
costs  which  are  chargeable  directly  to  the  jobs. 

One  of  the  most  controversial  of  the  general  office  charges  to  the 
jobs  is  that  sometimes  made  for  bidding  expense.  The  statement  is 
made  that  the  cost  is  clearly  incurred  for  the  benefit  of  the  job  and 
that  therefore  the  job  should  bear  it.  However,  the  same  argument 
could  be  advanced  on  behalf  of  charging  all  bidding  expenses  to  the 
jobs  since  if  there  were  no  bidding  there  would  be  no  jobs  and  thus 
the  successful  bids  must  carry  the  cost  of  the  unsuccessful  ones. 

The  fallacy  of  this  theory  is  demonstrated  when  a  company  submits 
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a  long  series  of  unsuccessful  bids  and  attempts  to  burden  a  single 
active  job  with  the  entire  bidding  cost.  The  result  is  a  totally  un- 
realistic figure  for  both  job  overhead  and  general  overhead.  The  unit 
cost  figures  become  useless  and  the  expense  incurred  in  keeping  them 
is  wasted.  Actually,  underabsorbed  general  overhead  is  roughly  com- 
parable to  idle  plant  capacity,  and  from  a  management  viewpoint 
both  call  for  about  the  same  treatment. 

Closely  related  to  the  bidding  expense  problem  is  that  of  promo- 
tional expense  and  institutional  advertising.  These,  along  with  ex- 
pense accounts  of  top  executives,  are  essentially  general  overhead 
costs  and  should  be  treated  as  such. 

Another  controversial  issue  arises  in  some  companies  (particularly 
those  in  which  job  accounts  are  decentralized)  when  the  jobs  are 
charged  a  flat  percentage  of  their  gross  billings  to  cover  general  office 
overhead,  plus  interest  at  a  fixed  rate  on  the  funds  advanced  to  finance 
the  job.  This  system  has  the  merit  of  passing  a  reasonable  proportion 
of  the  general  office  overhead  to  the  jobs  and  thus  keeping  before 
management  the  fact  that  the  income  from  jobs  is  not  net  income 
but  must  bear  its  share  of  general  office  expense.  Skillfully  handled, 
this  method  of  accounting  can  provide  a  realistic  basis  for  measuring 
the  effectiveness  of  departmental  management.  In  other  words,  if  a 
service  department  can  recover  all  or  substantially  all  of  its  costs  by 
charges  to  the  jobs,  and  still  not  charge  the  jobs  more  than  would 
have  to  be  paid  to  an  outsider  for  the  same  work,  then  the  service 
department  is  proving  its  worth  by  competing  successfully  with  out- 
side business.  But  if  a  service  department  is  unable  to  meet  or  beat 
the  prices  charged  by  outside  suppliers  for  the  same  services,  it  may 
be  more  profitable  to  discontinue  that  department.  When  control  of 
this  kind  can  be  established  by  charging  general  office  overhead  to 
the  jobs,  there  is  a  great  deal  to  be  said  for  the  practice. 

However,  with  a  captive  market  and  a  paper  record  to  make  for 
himself,  an  unscrupulous  department  head  can  use  the  interdepart- 
mental charges  to  bury  his  own  inefficiencies  until  the  latter  become 
so  flagrant  that  they  cause  complaints  from  the  jobs.  Besides,  top 
management  (unless  it  happens  to  be  unusually  accounting  minded) 
may  confuse  these  internal  charges  with  outside  income  and  then 
wonder  why  the  job  profits  are  so  low.  Worst  of  all,  too  few  bankers 
or  bonding  companies  understand  the  accounting  procedures  of  their 
contractor  clients  well  enough  to  recognize  transfers  of  head  office  over- 
head for  what  they  are  and  to  evaluate  them  accordingly.  Too  often 
they  will  look  upon  them  as  "trick"  accounting  devices  designed  to 
confuse  and  deceive.  When  this  misunderstanding  occurs,  the  internal 
charges  will  have  done  more  harm  than  good. 


DISTRIBUTION    METHODS  237 

No  discussion  of  the  items  includible  in  job  overhead  would  be 
complete  without  mention  of  temporary  structures.  Like  the  cost  of 
equipment  move-in  and  move-out,  and  setting  up  shops,  batch  plants 
and  similar  service  activities,  the  cost  of  temporary  roads,  buildings, 
bridges,  and  so  on  must  be  written  off  against  the  job.  But  equip- 
ment move-in  and  move-out  is  distributed  by  adding  a  factor  to  the 
hourly  equipment  rate.  Shops  charge  off  their  setup  and  dismantling 
costs  by  adding  a  percentage  to  their  labor  charges.  Batch  plants  cover 
their  cost  of  setup  and  dismantling  by  adding  a  few  cents  to  the  cost 
of  each  yard  of  material  processed. 

Temporary  structures,  on  the  other  hand,  must  be  included  in  job 
overhead  and  written  off  against  the  cost  of  the  whole  job.  Usually, 
either  total  direct  cost  or  total  man-hours  proves  to  be  the  most 
satisfactory  basis  for  allocation. 

The  fact  that  all  the  items  mentioned  are  usually  treated  as  de- 
ferred charges  on  the  job  books  does  not  change  their  essential 
nature.  They  are  indirect  costs  that  must  be  written  off.  However,  on 
most  of  the  larger  construction  jobs,  and  in  companies  where  cost 
keeping  is  recognized  as  an  important  activity,  most  of  these  charges 
find  their  way  into  direct  cost,  leaving  only  the  temporary  structures 
to  be  treated  as  straight  overhead  items. 

For  maximum  usefulness,  any  methods  used  to  account  for  overhead 
costs  should  be  consistent  and  comparable.  The  real  value  of  any  cost 
record  is  that  it  can  be  compared  with  some  standard.  Past  perform- 
ance can  be  a  good  standard  as  long  as  it  is  not  regarded  as  infallible, 
and  as  long  as  sizable  variations,  favorable  or  not,  are  explained. 
When  such  departures  from  past  performance  are  explained,  efforts  can 
be  made  to  reproduce  conditions  that  resulted  in  savings.  Eventually, 
something  approaching  a  standard  rate  or  a  group  of  standard  rates 
may  be  developed. 

Whether  such  standard  overhead  rates  are  safe  to  use  in  bidding  is 
debatable.  They  represent  an  average  of  figures  that  are  both  higher 
and  lower,  and  it  is  argued  that  when  they  are  too  high  they  cause 
the  company  to  lose  jobs,  and  that  when  they  are  too  low  the  bids 
may  lose  money.  Still,  all  bids  are  estimates,  and  past  experience  is 
often  the  best  possible  guide.  In  any  event,  even  if  they  are  not  used 
directly,  the  overhead  averages  may  serve  as  a  check  on  the  estimator's 
thinking. 

Distribution  methods 

Overhead  is  inherently  indirect  and  must  therefore  be  distributed 
to  the  work  items  or  production  cost  accounts  on  some  more  or  less 
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arbitrary  basis.  For  some  costs  (batch  plant,  shop,  equipment  over- 
head) the  basis  is  obvious.  However,  there  are  many  diverse  costs,  such 
as  mess  hall  and  camp  losses,  gasoline  for  the  superintendent's  pickup 
truck,  and  premiums  on  performance  and  payment  bonds,  that  can- 
not be  charged  into  direct  expense  by  any  reasonable  method,  and 
for  which  there  is  no  obvious  basis  whereby  they  are  to  be  allocated 
to  the  various  work  items.  If  these  costs  are  charged  into  job  cost  as 
they  are  incurred  (as  they  often  are),  the  job  costs  are  distorted  in 
two  ways.  First,  the  job  appears  to  lose  money  in  the  early  stages  and 
then  to  recoup  the  losses  later  on.  Second,  the  costs  are  usually  dis- 
tributed to  those  work  items  that  are  active  at  the  time  they  are  in- 
curred, instead  of  to  those  that  are  actually  benefited.  While  all  these 
costs  must  be  charged  to  the  job  in  the  long  run,  it  is  not  hard  to  see 
that  if  such  large  items  as  surety  bond  premiums  and  temporary 
structures  are  charged  directly  to  cost  instead  of  being  written  off 
over  the  life  of  the  job,  the  cost  accounts  in  the  early  stages  of  the 
job  would  be  seriously  distorted,  and  the  progress  figures  would  be 
virtually  meaningless. 

One  way  of  distributing  these  costs  is  to  defer  them,  and  to  take 
them  into  job  costs  on  the  basis  of  the  percentage  of  completion 
determined  each  month  by  the  job  engineer  when  he  prepares  his 
progress  estimates.  If,  for  example,  at  the  end  of  the  month,  the 
engineer  estimates  the  job  is  47  per  cent  completed,  the  amount  of 
overhead  written  off  that  month  would  be  such  as  to  make  the  total 
write-off  to  date  equal  to  47  per  cent  of  the  total  overhead  estimated 
for  the  whole  job. 

Since  percentages  of  completion  will  usually  be  computed  on  indi- 
vidual work  items,  overhead  costs  will  be  distributed  to  the  latter. 
Thus  each  work  item  (job  cost  account)  is  charged  with  enough  of 
the  overhead  to  maintain  a  constant  ratio  of  overhead  to  direct  cost. 

This  method  has  the  disadvantage  of  requiring  constant  adjustments. 
Often  overhead  charges  are  shifted  between  work  items  when  there 
are  no  changes  in  the  direct  costs  charged  to  them.  Still,  for  the  most 
part,  the  results  are  reasonably  sound.  Occasionally  this  method  is 
criticised  for  being  based  on  revenue  instead  of  on  cost — a  criticism 
that  is  often  justified. 

There  are  some  strong  arguments  against  the  use  of  total  direct  cost 
as  a  measure  of  overhead  distribution.  It  is  claimed  that  subcontract 
costs  should  not  be  burdened  with  the  same  percentage  of  overhead 
expenditure  as  work  done  by  the  contractor's  own  forces.  It  is  also 
claimed  that  by  including  direct  material  in  the  base  for  overhead 
distribution,  the  ratio  can  easily  be  distorted  by  inclusion  of  large, 
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expensive  units  such  as  steam  turbines,  generators,  or  chemical  pro- 
cessing installations.  On  the  other  hand,  it  could  hardly  be  argued 
that  subcontracts  or  costly  direct  materials  should  bear  no  overhead 
at  all,  although  that  would  be  the  result  if  only  direct  labor  cost  or 
direct  labor  hours  were  used. 

The  theoretically  correct  answer  to  this  question  of  construction 
costs  lies  (as  for  manufacturing  costs)  in  allocating  various  types  of 
overhead  on  different  bases  and  in  selecting  those  bases  according  to 
the  needs  of  the  particular  company.  For  most  construction  com- 
panies, however,  there  are  two  serious  practical  objections  to  this 
answer.  First,  relatively  few  construction  companies  have  developed 
the  use  of  construction  cost  figures  to  such  a  point  that  the  cost  of 
using  multiple  bases  for  allocating  overhead  would  be  justified. 
Second,  the  wider  variations  in  individual  jobs  encountered  by  con- 
struction companies  pose  allocation  problems  rarely  present  in  a 
manufacturing  operation. 

For  example,  assume  the  company  had  decided  what  items  of  over- 
head were  to  be  allocated  to  subcontract  costs  and  then  assume  the 
company  were  awarded  these  four  jobs: 

1.  A  harbor  development  job  for  which  the  bulk  of  the  cost  is 
covered  by  a  single  subcontract  for  the  dredging 

2.  A  large  office  building  with  many  small  subcontracts 

3.  A  steam-powered  electric  generating  plant  for  which  a  large 
portion  of  the  cost  is  distributed  among  two  or  three  large  equipment 
installation  contracts  on  which  most  of  the  cost  is  for  equipment 

4.  A  pipeline  job  in  which  only  a  few  small  subcontracts  are  in- 
volved. 

Clearly,  any  attempt  to  use  the  same  allocation  formula  on  each  of 
the  four  jobs  would  result  in  serious  distortion.  Therefore,  to  be  con- 
sistent, it  would  be  necessary  to  vary  the  formula  for  each  type  of 
job.  To  do  so  is  not  impossible,  but  it  is  unlikely  that  the  value  of 
this  procedure  would  justify  its  cost  because  the  next  job  might  well 
have  its  own  peculiarities  that  would  make  all  the  other  formulas 
inapplicable. 

For  this  reason,  a  large  part  of  the  construction  industry  seems  to 
prefer  total  direct  cost  as  a  basis  for  overhead  distribution.  It  is  simple 
and  easy  to  use  and,  for  most  jobs,  it  is  accurate  enough  to  accomplish 
all  that  is  required  of  it. 

There  is  another  approach  widely  accepted  among  construction 
accountants,  particularly  those  who  work  with  smaller  firms — that 
no  distribution  of  overhead  should  be  made  at  all.  They  argue  that, 
from  the  company's  viewpoint,  all  costs  which  can  be  identified  with 
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a  job  are  direct  costs,  and  should  be  estimated  and  accounted  for  as 
such.  If  there  is  no  direct  relationship  between  an  item  of  cost  and 
a  particular  job,  then  it  is  misleading  to  allocate  that  cost. 

Furthermore,  these  accountants  point  out,  if  indirect  job  costs  are 
distributed  to  work  items  their  identity  tends  to  be  lost  and  the  indi- 
vidual items  forgotten.  By  the  same  reasoning,  if  general  office  over- 
head is  distributed,  it  too  becomes  harder  to  control.  In  estimating, 
they  claim  it  is  better  merely  to  allow  a  percentage  of  the  total  direct 
cost  to  cover  general  office  overhead.  This  procedure  is  certainly  prac- 
tical and  possibly  it  is  the  one  most  likely  to  produce  usable  figures 
for  the  small  contractor. 

When  overhead  is  to  be  distributed  at  all,  it  is  probable  that  the 
most  satisfactory  method  is  the  use  of  standard  rates.  Depending  upon 
the  way  in  which  the  company  compiles  its  bids,  the  rates  may  be  de- 
signed to  be  applied  to  total  direct  cost,  direct  labor  cost,  or  direct 
labor  hours.  Which  base  is  used  is  not  so  important  as  the  consistency 
with  which  it  is  used.  The  standard  rates  may  contain  only  items  of 
job  overhead,  or  they  may  contain  an  allocation  of  general  overhead 
as  well.  If  the  rates  are  consistently  applied  they  will  generally  reveal 
deviations  from  the  average;  and  this  is  the  basis  for  overhead  control. 

If  the  jobs  last  long  enough  and  if  standard  rates  are  used  to  con- 
trol overhead  costs,  it  is  usually  necessary  to  distribute  the  overhead 
costs  from  month  to  month  in  order  to  obtain  work  item  costs  compa- 
rable with  those  in  the  estimate.  If  the  jobs  are  relatively  short  and 
overhead  distribution  is  not  currently  used,  it  is  common  to  see  job 
overhead,  and  sometimes  an  allocation  of  general  overhead,  applied 
in  a  lump  figure  in  the  cost  ledger  at  the  end  of  the  job.  When  ap- 
plied in  this  way,  overhead  allocations  serve  no  purpose  but  to  pro- 
vide information  for  future  bidding.  If  not  used  for  this  purpose 
the  figures  have  no  function  at  all  and  should  not  be  kept. 

Control  of  office  overhead 

The  control  of  overhead,  like  the  control  of  any  other  cost,  must 
inevitably  be  based  on  the  contribution  of  each  item  of  cost  to  the 
final  profits.  There  is  no  other  standard  that  can  be  justified.  This 
test  is  easier  to  state  than  to  apply.  Where  should  the  line  be  drawn 
between  the  extremes  of  short-sighted  penny  pinching  and  open- 
handed  waste? 

One  guide  is  the  potential  for  mechanization.  Whenever  mechani- 
cal equipment  can  save  man-hours,  it  is  usually  good  economy  to  buy 
the  equipment.  Another  is  employee  turnover.  It  costs  money  to 
change  help,  and  when  turnover  is  high  it  means  that  working  condi- 
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tions  or  salaries,  and  the  methods  of  personnel  selection  may  be  de- 
ficient. When  high-priced  people  are  spending  their  time  on  low- 
priced  routine  jobs,  it  means  that  there  are  "too  many  chiefs  and 
not  enough  Indians." 

One  commonly  used  and  completely  ineffective  method  of  cutting 
down  overhead  in  many  offices  is  to  fire  all  the  clerical  help  and  leave 
the  "key"  personnel.  Of  course,  the  bulk  of  the  overhead  continues; 
less  work  gets  done;  and  in  a  short  time  the  clerical  help  has  to  be 
replaced.  In  the  end  this  method  costs  more  than  it  saves. 

Another  favorite  (and  expensive)  technique  for  cutting  down  gen- 
eral office  overhead  when  job  offices  are  decentralized  is  either  to 
charge  out  all  the  general  office  costs  to  the  jobs  or  to  require  the  job 
offices  to  do  some  of  the  work  formerly  done  in  the  general  office.  Of 
course  the  result  of  this  policy  is  that  job  overhead  is  raised  or  the 
work  does  not  get  done.  Sometimes  both  results  follow.  This  technique 
may  make  the  office  manager  in  the  general  office  look  good  for  a 
while  but  it  rarely  saves  any  money. 

It  is  not  possible  to  state  any  rule  for  the  control  of  overhead  that 
will  fit  all  companies.  Still,  the  following  principles  should  be  gen- 
erally useful: 

1.  The  more  overhead  functions  that  can  be  brought  together  in 
one  place,  the  easier  it  is  to  break  them  down  into  routine  functions 
that  can  either  be  mechanized  or  performed  by  the  least  expensive 
help. 

2.  There  needs  to  be  someone  who  looks  hard  at  every  expenditure 
to  see  if  it  is  justified  in  terms  of  its  contribution  to  the  final  profit. 
This  scrutiny  includes  a  constant  analysis  of  the  jobs  people  are  doing, 
the  reports  they  are  preparing,  and  the  paper  work  going  over  every 
desk  in  every  office. 

3.  Telephones  are  a  mixed  blessing.  The  more  valuable  an  em- 
ployee's time  is,  the  more  he  needs  to  be  isolated  from  unnecessary  tele- 
phone calls. 

4.  Mistakes  cost  money.  The  time  spent  in  job  analysis  to  make 
each  person's  work  check  that  of  someone  else  is  well  spent.  So  also  is 
time  spent  in  staff  training — that  is,  teaching  people  how  to  do  their 
jobs  accurately  without  loss  of  speed.  Most  of  all,  interruptions  cause 
more  mistakes  than  any  other  cause;  reduce  interruptions  and  you  re- 
duce overhead. 

5.  Nobody  knows  a  job  as  well  as  the  person  who  is  doing  it, 
recognition  for  time-  and  money-saving  suggestions  yields  good  re- 
sults, but  be  sure  the  straw  boss  gets  a  pat  on  the  back  for  the  sug- 
gestions of  people  in  his  department.  Otherwise,  suggestion  campaigns 
will  die  on  the  vine. 
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Controlling  job  site  overhead 

On  very  small  jobs,  job  site  overhead  is  negligible.  As  the  jobs 
get  larger,  the  ratio  of  indirect  cost  to  total  cost  increases,  and  ulti- 
mately job  site  overhead  become  a  problem.  In  general,  the  same 
methods  suggested  for  control  of  general  office  overhead  can  also  be 
used  to  hold  job  overhead  to  a  minimum.  However,  the  emphasis  on 
preventing  interruptions  in  the  work  of  the  project  manager  or 
superintendent,  the  job  engineer,  and  the  job  accountant  must  be 
greater  than  ever.  There  will  always  be  a  host  of  details  demanding 
attention,  but  the  more  they  can  be  diverted  from  top  personnel,  the 
more  time  those  individuals  will  have  to  concentrate  on  getting  the 
job  done  quickly  and  with  a  minimum  of  delays  and  errors. 

One  way  to  prevent  excessive  interruptions  of  key  personnel  is  to 
have  adequate  transportation  on  the  job.  It  is  poor  economy  for  the 
superintendent  to  have  to  leave  the  job  to  pick  up  spare  parts  or  sup- 
plies in  town  because  he  is  the  only  person  on  the  job  with  a  com- 
pany vehicle. 

One  of  the  most  prolific  sources  of  interruptions  on  the  jobs  is 
the  general  office  employee  who  telephones  the  jobs  for  trivial  reasons. 
Another  equally  prolific  source  of  interruption  is  the  steady  stream 
of  salesmen  and  miscellaneous  visitors  who  ask  to  use  the  telephone 
in  the  job  office.  It  is  sometimes  good  economy  to  have  only  one  tele- 
phone inside  a  job  office  and  to  have  a  pay  telephone  in  a  booth  out- 
side. 

There  is  no  money  to  be  saved  by  equipping  job  offices  poorly.  If 
anything,  job  offices  should  have  better  equipment  than  the  general 
office  because  the  people  who  use  it  usually  draw  higher  salaries  than 
their  clerical  counterparts  in  the  general  office. 

Accounting  figures  can  be  useful  in  the  control  of  overhead  if  they 
are  current  enough  to  be  significant  and  can  be  compared  to  some 
standard.  However,  the  figures  themselves  do  not  control  overhead. 
Control  is  a  management  function,  and  those  who  exercise  it  must  be 
able  to  take  the  time  to  scrutinize  the  figures  and  to  account  for 
significant  changes.  Unless  these  steps  are  followed,  the  cost  of  com- 
piling overhead  data,  either  on  the  job  or  elsewhere,  may  be  wasted. 

Joint  venture  overhead 

It  has  been  pointed  out  elsewhere  (Chap.  4)  that  the  most  efficient 
way  to  operate  a  joint  venture  is  to  have  one  of  the  members  act  as 
sponsor.  When  this  method  is  followed  the  sponsor  inevitably  incurs 


JOINT    VENTURE    OVERHEAD  243 

overhead  expenses  in  operating  the  joint  venture.  There  are  several 
ways  of  compensating  for  these  expenses.  One  way  is  to  allow,  as  a 
joint  venture  cost,  a  fixed  allowance  to  cover  overhead — sometimes 
stated  as  a  flat  monthly  amount  and  sometimes  as  a  percentage  of  con- 
tract volume.  It  is  unusual  for  either  of  these  methods  to  be  entirely 
satisfactory.  If  charges  are  to  be  made  it  is  better  that  they  be  made 
on  the  basis  of  time  reports  by  employees  and  specific  charges  that 
can  be  audited  if  need  be. 

There  are  two  common  alternatives  to  the  use  of  specific  charges. 
First,  the  sponsor  may  be  allowed  a  somewhat  larger  percentage  of 
interest.  Second,  if  the  members  are  more  or  less  regularly  engaged  in 
joint  ventures  together,  it  is  common  to  see  sponsorship  rotated  among 
the  members  so  that  no  one  company  assumes  a  disproportionate 
share  of  the  overhead  cost. 

Many  of  the  difficulties  occasioned  by  joint  venture  overhead  arise 
because  of  failure  to  preplan  the  venture  carefully  enough.  However, 
some  problems  always  arise,  and  it  is  usually  a  wise  plan  to  designate 
one  individual  in  each  organization  to  be  the  liaison  between  that 
company  and  the  other  members  of  the  venture.  This  group  is  not  in 
any  sense  a  management  committee  since  it  does  not  interfere  with 
the  sponsor's  management.  It  does  serve  as  an  advisory  group  to  which 
the  sponsor  can  refer  special  problems.  If  such  a  group  exists  it  is 
usually  the  first  to  hear  any  complaints  regarding  joint  venture  over- 
head. 

Such  complaints  usually  come  from  one  of  three  sources.  Either  the 
job  is  complaining  because  the  sponsor's  charges  are  too  high;  the 
sponsor  is  complaining  because  the  costs  exceed  the  reimbursement; 
or  one  of  the  nonsponsoring  members  is  questioning  the  amount  of 
the  charges. 

When  the  sponsor  is  billing  for  actual  costs,  the  questions  concern 
specific  items.  When  a  percentage  of  contract  volume  is  used  as  a 
measure,  or  when  a  flat  amount  is  charged,  it  is  up  to  the  sponsor 
to  support  with  specific  costs  any  claims  that  the  allowance  is  inade- 
quate. If  the  sponsorship  is  rotated  or  if  the  sponsor  is  allowed  a 
larger  percentage  of  participation,  there  would  seem  to  be  little 
ground  for  discussion  of  regular  overhead  items.  The  only  remaining 
questions  would  involve  the  cost  of  things  furnished  or  services  per- 
formed outside  the  scope  of  ordinary  overhead  and  for  which  special 
reimbursement  is  being  requested.  For  such  situations  an  informal 
liaison  committee  can  be  extremely  useful. 
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Special  overhead   problems 

Special  overhead  problems  are  occasioned  by  such  items  as  move-in, 
move-out,  cleanup,  temporary  structures,  camp  and  mess  hall  losses, 
job  completion  overhead,  overhead  costs  in  connection  with  the 
guaranty  provisions  of  the  contract,  standby  charges  during  shut- 
downs due  to  strikes,  weather,  and  other  causes  outside  the  contractor's 
control,  and  numerous  other  more  or  less  special  circumstances. 

Some  of  these  items  have  already  been  mentioned  and  a  method 
of  apportionment  has  been  suggested.  The  others  must  be  recognized 
and  the  job  must  be  burdened  with  their  costs.  However,  the  wisdom 
of  incorporating  special  or  nonrecurring  items  in  regular  overhead 
distributions  is  questionable,  to  say  the  least.  Generally,  it  is  better 
to  allow  them  to  stand  as  special  deductions  in  a  separate  section  of 
the  job  operating  statement,  so  that  their  true  nature  can  be  seen  at 
a  glance. 
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Vouchering  and  Disbursement 
Control 


Disbursement  control  is  the  paper  work  a  company  does  to  make 
sure  it  does  not  buy  anything  it  does  not  need  and  does  not  pay  for 
anything  it  has  not  received.  A  good  many  of  the  relevant  procedures 
have  been  described  in  earlier  chapters.  On  a  company-wide  basis 
disbursement  control  starts  with  a  cash  forecast  or  a  budget  or  at  the 
job  level  with  a  "job  estimate."  In  small  companies  it  may  begin 
with  an  estimated  balance  sheet  as  of  some  future  date  with  an  esti- 
mated income  statement  for  the  intervening  period.  Whatever  form 
it  may  take,  disbursement  control  starts  with  an  estimate  of  how 
much  money  the  company  will  have  to  spend,  where  it  will  come 
from,  and  what  it  will  be  spent  for. 

When  applied  to  purchasing,  disbursement  control  starts  with  the 
decision  that  some  particular  article  is  needed.  In  a  large  firm,  there 
would  normally  be  a  written  requisition  followed  by  a  purchase  order 
bearing  properly  authorized  signatures.  In  a  very  small  firm  the  con- 
tractor might  orginate  and  place  the  order  himself.  At  either  extreme, 
management  is  doing  what  it  needs  to  do  to  prevent  unnecessary  buy- 
ing, and  to  get  the  best  possible  quality,  prices,  and  terms  when  it 
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does  buy.  If  these  objectives  are  being  accomplished  then  disburse- 
ment control  is  effective  for  purchasing. 

When  applied  to  receiving,  disbursement  control  means  a  report  to 
the  person  who  pays  the  bills  on  each  incoming  shipment.  That  re- 
port should  show  exactly  what  was  received,  when  it  arrived  and  what 
condition  it  was  in.  It  should  also  be  possible  to  tell  the  number  of 
the  purchase  order  that  authorized  the  supplier  to  ship  the  goods.  As 
with  most  other  accounting  procedures,  the  routine  will  vary  widely 
according  to  the  size  of  the  business  and  the  nature  of  the  work. 

In  the  very  small,  one-man  firm,  the  contractor  himself  does  the 
purchasing,  receiving,  and  paying,  in  addition  to  actually  using  the 
materials.  His  memory  will  provide  most  of  the  information.  As  the 
number  of  jobs  and  the  number  of  transactions  increase,  the  less  he 
can  rely  on  memory.  As  soon  as  more  than  one  person  is  needed  to  do 
the  work,  it  becomes  necessary  to  substitute  documents  for  personal 
knowledge.  So,  at  the  other  extreme,  the  receiving  routine  of  a  very 
large  contractor,  with  a  great  many  employees  and  numerous  jobs, 
would  include  a  receiving  report  on  which  the  warehouseman  reports 
his  independent  check  on  merchandise  received.  If  the  shipment  was 
not  exactly  as  ordered,  the  warehouseman  may  also  prepare  an  "over, 
short  and  damage"  report. 

As  applied  to  financing,  disbursement  control  means  knowing  where 
the  money  to  pay  the  bills  is  coming  from  before  the  bills  are  incurred. 
It  involves  cash  forecasting,  and  also  following  up  on  the  forecast  so 
that  the  money  is  actually  in  the  bank  when  the  checks  paying  the 
bills  are  written. 

As  applied  to  job  management,  disbursement  control  means  not 
only  checking  the  invoices,  purchase  orders,  and  receiving  records  care- 
fully, but  also  staying  within  the  job  estimate.  Any  substantial  dif- 
ferences between  the  job  estimate  and  the  actual  cost  should  be  ac- 
counted for  in  detail,  since  there  may  be  some  improper  or  unneces- 
sary disbursements. 

As  applied  to  supplier  and  subcontractor  relationships,  disburse- 
ment control  means  two  things.  First,  it  means  the  usual  follow-up 
on  shipments  and  invoicing,  and  making  sure  that  no  incorrect  bills 
are  paid.  Second,  and  equally  important,  is  the  prompt  processing  and 
payment  of  bills  that  are  correct.  This  step  involves  not  only  the 
taking  of  all  allowable  discounts,  but  obtaining  the  price  advantages 
that  come  with  a  reputation  for  prompt,  accurate  payments.  Suppliers 
and  subcontractors  pay  for  their  money  like  everyone  else.  If  they 
know  that  their  invoices  will  be  promptly  paid,  they  can  afford  to 
give  better  prices,  terms,  or  service  than  if  they  have  reason  to  believe 
their  collections  will  be  slow. 
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As  applied  to  credit  standing  (closely  related  to  the  foregoing),  dis- 
bursement control  means  the  procedures  established  to  make  certain 
that  all  obligations  are  paid  on  or  before  the  due  date  and  strictly  in 
accordance  with  their  terms.  These  procedures  include  the  cash  fore- 
casting, collection  follow-up,  and  the  financial  planning  necessary  to 
cover  payment,  as  well  as  processing  invoices  to  assure  prompt  and 
accurate  payment.  Disbursement  control  also  requires  procedures  for 
preventing  errors  and  misunderstandings  and  for  correcting  or  ad- 
justing those  that  do  occur. 

One  of  the  least-well-recognized  aspects  of  disbursement  control  is 
its  effect  on  job  morale.  Few  experienced  construction  men  will  ques- 
tion the  value  of  a  spirit  of  cooperation  and  enthusiasm  among  the 
men  on  the  job,  and  the  feeling  that  they  are  a  part  of  a  top-drawer 
organization.  A  large  part  of  that  feeling  is  the  pride  that  comes  from 
the  knowledge  that  the  firm  is  important  and  respected  in  the  com- 
munity. One  of  the  quickest  ways  to  destroy  that  pride  is  to  let  the 
company  get  the  reputation  of  being  "slow  pay."  Slow  or  inaccurate 
payrolls  can  have  the  same  result.  This  is  not  to  say  that  the  company 
needs  to  be  "easy."  A  reputation  for  sloppiness  can  be  just  as  bad  as 
one  for  being  slow.  Prompt,  accurate  payments  are  a  factor  in  de- 
veloping the  confidence  essential  to  a  reputation  for  strength  and 
reliability.  Such  a  reputation  can  contribute  a  great  deal  to  job  morale. 

Support  for  disbursements 

No  matter  where  disbursement  control  starts  for  any  particular 
company,  it  almost  always  utilizes  some  variation  of  the  voucher 
system  (Fig.  9.6).  This  is  another  way  of  saying  that  eventually  all 
contractors  learn  that  it  pays  to  have  the  correct  supporting  docu- 
ments before  disbursing  money.  It  also  means  that  in  most  construc- 
tion businesses  an  accounts  payable  ledger  is  unnecessary  unless  the 
company  falls  behind  in  paying  its  bills.  A  great  many  special  forms 
(Fig.  13.1-13.4)  are  available  for  voucher  system  control.  The  mechan- 
ics of  vouchering  are  affected  by  such  things  as  the  type  of  contract, 
accounting  methods  used  by  the  company,  and  special  job  conditions, 
but  the  requisites  of  a  good  voucher  are  the  same  under  any  system 
In  one  way  or  another  the  documents  should  show: 

1.  Evidence  that  the  goods  or  services  were  ordered  on  proper 
authority  or  that  the  cost  was  properly  incurred 

2.  Evidence  that  the  goods  or  services  ordered  were  actually  re- 
ceived 

3.  Evidence  that  the  prices  and  discounts  are  correct 

4.  Evidence  of  authority  to  make  the  disbursement. 
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ACCOUNTS  PAYABLE  VOUCHER 


PROJECT  NO 

MADE  BY 

AUDITED  BY 

APPROVED  BY- 


OFFICE  OR  PROJECT- 


ADDRESS- 
CITY 


VOUCHER  NO 

DATE  PAYT  DUE- 
DATE  PAID 

CHECK  NO 


DETAIL  OR  COST  LEDGER  DISTRIBUTION DEBITS   (CREDITS) 


Vo.    Register- 


Cost  ledger- 


Fig.   13.1      Accounts  payable  voucher 

This  is  a  simple  voucher  form  suitable  for  a  small  contractor. 
Supporting  documents  are  stapled  to  this  form  after  it  has  been 
completed. 


SUPPORT   FOR    DISBURSEMENTS 


249 


W.  a  No.                                    VonrhrrKa                                llon"»                   

TOTAI.  NET  INVOICES 
LESS  CONTRA  CHARGES 

VOUCHER    DISTRIBUTION 

i— 1-.1 

'—-—>- 

Fig.  13.2     Voucher  envelope 

One  of  the  functions  of  vouchers  is  the  assembling  in  one  place 
of  the  various  papers  and  documents  supporting  a  transaction. 
A  convenient  way  of  accomplishing  this  end  is  to  use  a  manila 
envelope  for  a  voucher. 


In  its  simplest  form  a  voucher  (used  here  to  mean  the  documents 
supporting  a  cash  disbursement)  might  consist  only  of  two  pieces  of 
paper — a  combination  delivery  ticket  and  invoice  (Fig.  13.5),  and  a 
check.  The  invoice  shows  a  delivery  of  materials  to  a  job.  It  bears 
the  signature  of  the  man  at  the  job  site  who  received  it.  It  shows  the 
items  delivered,  the  quantities,  the  prices,  and  the  extensions.  In  a 
very  small  operation  the  contractor  himself  would  check  the  invoices. 
He  would  know  the  job  and  recognize  the  kind  and  quantity  of 
materials  as  being  proper  for  the  job.  He  might  even  remember  the 
delivery,  and  there  would  be  few  enough  deliveries  so  that  any  dupli- 
cations would  be  noticed  at  once.  Since  the  contractor  himself  prob- 
ably made  the  purchase,  he  would  know  the  prices  quoted  and  be 
able  to  check  them  from  memory.  The  extensions  could  be  checked 
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Fig.  13.3     Accounts  payable  voucher  folder 

This  voucher  jacket,  a  standard  form  published  by  the  Charles  R. 
Hadley  Co.,  is  a  file  folder  imprinted  with  spaces  for  analyzing 
the  transactions  with  a  particular  vendor  for  the  month.  Sup- 
porting papers  are  stapled  or  fastened  inside. 
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PAY  TO  THE  ORDER  OPi 


CHECK        N? 
DATE 


COPY 

NOT    NEGOTIABLE 


DO  NOT  CHANGE  OR 

ALTER 

'"'"    "V,™oTH 

MMc"?™, 

"m™,  """"" 

MT. 

OESCRIPT.ON                               |             AMOUNT 

DISCOUNT 

OTHER   DEDUCTIONS 

NET 

% 

AMOUNT 

FOR 

AMOUNT 

AMOUNT 

D    1    S    T    R    1    B 

U    T    1    O    N 

ACCOUNT 

0«T«,l 

r 

AMOUNT                J         ACCOUNT 

DETAIL 

V 

AMOUNT 

COMPILED   BY                                                                                                              j   AUDITED  BY                                                                                                                1   APPflOVKO   BY 

Fig.   13.4     Voucher  check 

The  analysis  of  the  payment  is  on  the  face  of  the  check  and  the 
stub  is  used  as  a  simple  voucher.  If  a  carbon  copy  is  made,  the 
copy  can  serve  as  a  voucher  and  the  stub  as  a  remittance  advice. 
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by  recomputations  or  by  simple  inspection.  When  the  contractor 
writes  and  signs  the  check,  and  puts  his  initial  and  the  check  num- 
ber on  the  invoice,  the  documentation  is  complete  and  it  remains  only 
for  the  paid  bill  to  be  recorded  and  filed  with  the  others  for  the 
month. 


!    No.  2572 

AHHre« 

T 

uck  N 

Job  Location 

OU.NTITT 

DESCRIPTION 

PRICE 

AMOUNT 

Gro.. 

Tor. 

Nat 

ip 

TRUCK  TIME 

Leave 

Ratline 

Stand  by:                  Hn.                 M!n. 

Roa»onablo  Attornay  Fool  to  be 
allowed  in  event  of  suit  to  collect. 

J  I.                    1%  Intarail  will  b.  cWa.d  oh.'  30  doyv 

®"                                                OFFICE  COPY 

Fig.   13.5      Combination   delivery  ticket  and   invoice 

This  snap-out  form  published  by  Moore  Business  Forms,  Inc.,  has 
single-use  carbon  paper.  The  original  is  the  office  copy,  the  first 
copy  is  the  invoice,  and  the  second  and  third  are  delivery  memo- 
randa. 


As  the  volume  of  transactions  grows,  and  the  work  is  divided  among 
more  people,  the  personal  knowledge  of  the  contractor  is  replaced  by 
documentary  evidence.  As  the  size  and  need  for  accountability  in- 
crease, so  does  the  need  for  documents  until,  as,  for  example,  on  U.S. 
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government  cost-plus-fixed-fee  contracts,  every  transaction,  however 
small,  must  be  documented  in  the  most  minute  detail.  Even  so,  the 
basic  requirements  are  those  stated  above.  The  only  variations  are  of 
degree. 

In  the  discussions  that  follow,  typical  forms  and  procedures,  al- 
though they  have  been  tried  and  found  satisfactory,  are  used  as  illus- 
trations only. 

c 
Data  for  vouchering 

The  information  for  accounts  payable  vouchers  comes  from  four 
principal  sources: 

1.  Operating  departments  indicate  the  goods  and  services  that  are 
to  be  provided.  These  may  or  may  not  be  documented  by  requisitions 
signed  by  authorized  individuals  depending  upon  who  does  the  pur- 
chasing. If  purchasing  is  done  by  a  separate  person  or  department, 
the  buyer  needs  evidence  of  his  authority  to  make  the  purchase  and  a 
signed  requisition  (Fig.  13.6)  is  the  simplest  and  surest  way  to  provide 
that  evidence.  A  copy  of  the  requisition  sent  to  the  voucher  clerk  in 


■■   ' 

REQUISITION  ON  PURCHASING  DEPARTMENT 

REO 

DATE 

ORDER 

^^\                           PURCHASING  AGENT: 

>»• 

D.TE 

■ 

-0 

CU.NT.TV 

mwrno. 

™«..T  PURPOSE 

r" 

„ 

' "" ™»™.»« ...,.=.,.     „.,„.,„,„„..„«».■„,„„.      .o.-C».4 

Fig.   13.6     Purchase  requisition 

This  is  a  simple  form  suitable  for  most  contractors,  published  by 
Charles  R.  Hadley  Co. 
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the  accounting  department  gives  the  auditor  the  documentation  he 
needs  without  going  to  the  buyer's  files. 

2.  The  second  basic  document  is  the  purchase  order.  Chapter  5  dis- 
cusses its  preparation  in  some  detail  and  illustrates  typical  forms.  In 
its  most  useful  form,  from  the  standpoint  of  documenting  cash  dis- 
bursements, the  purchase  order  is  priced  and  is  sent  to  the  vendor  be- 
fore the  invoice  arrives.  In  theory  (and  often  in  practice),  it  contains 
all  the  terms  of  the  purchase  including  any  special  arrangements  and 
understandings.  It  should  be  serially  numbered  and,  among  other 
things,  should  include  all  the  instructions  the  seller  will  need  to  render 
his  invoices  in  the  required  form.  It  should  state  clearly  that  all  in- 
voices must  show  the  number  of  the  purchase  order  authorizing  the 
shipment.  A  copy  of  the  purchase  order  should  always  go  to  the 
voucher  clerk  in  the  accounting  department.  In  many  systems,  a  copy 
of  the  purchase  order  is  sent  to  the  warehouse  to  serve  as  a  receiving 
memo.  This  latter  procedure  is  sometimes  criticized  on  the  ground 
that  it  creates  a  temptation  for  the  warehouseman  not  to  check  the 
incoming  shipments  physically  but  merely  to  compare  the  delivery 
memo  with  the  receiving  copy  of  the  purchase  order. 

3.  From  the  project  manager  or  the  project  engineer  (or  other 
person  given  the  responsibility  of  checking  them),  come  the  vendors' 
invoices.  They  come  in  by  mail  and  are  sent  to  the  operating  depart- 
ment to  be  checked  and  coded  for  accounting  distribution  before 
being  paid.  Sometimes  this  step  is  bypassed,  and  they  go  directly  to 
the  voucher  clerk  for  comparison  of  items,  price,  and  accounting  distri- 
bution with  the  purchase  order,  and  notation  of  exceptions.  When 
this  method  is  followed,  either  the  purchase  order  or  the  requisition 
must  show  the  accounting  distribution  of  the  charges  ("coding").  As 
indicated  elsewhere  (Chap.  5,  9),  back  orders  are  noted  at  once  so  that 
appropriate  steps  can  be  taken  to  avoid  duplicate  shipments. 

4.  From  the  warehouse,  or  from  the  point  of  delivery  at  the  actual 
site  of  the  work,  come  the  documents  evidencing  receipt  of  the  goods 
or  services.  These  may  take  the  form  of  a  receiving  report,  a  receiving 
copy  of  the  purchase  order,  or  sometimes  just  a  copy  of  a  delivery 
ticket  signed  by  the  person  receiving  the  shipment.  Whatever  docu- 
ments come  in  must  show  not  only  what  was  received,  but  what  con- 
dition it  was  in.  If  there  were  "overages,"  "shortages,"  or  damage  to 
the  goods  received,  an  "over,  short,  or  damaged"  report  (Fig.  13.7), 
should  accompany  the  receiving  memo  so  that  the  item  can  be  re- 
ordered, if  necessary,  and  so  that  proper  insurance  claims  can  be 
filed.  When  vendors'  invoices  first  come  in  they  should  be  stamped 
or  otherwise  identified  so  that  only  the  original  or  the  payment  copy 
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OVER,  SHORT  AND  DAMAGE  REPORT 


No. 


Req.  No 

Vendor P.O.  No 

Address Date  received 

Shipper Delivery  ticket  No 

Car  No Collect   □ 

Name  of  carrier Prepaid  Q     Charges  (if  collect) .  .  . 


Quantity 


Received 


Charged 


Unit 


Description  of  Material 


Items 


Units 
over 


Units 
short 


Nature  of 
damage 


Report  prepared  by Checked  and  received  by . 


Signature 


Fig.  13.7     Typical  "over,  short,  and  damage"  report 

can  form  the  basis  for  payment.  Discrepancies  between  the  purchase 
order,  the  receiving  memorandum,  and  the  invoice  must  be  reconciled 
before  an  invoice  is  placed  in  line  for  payment.  On  subcontractor  in- 
voices the  subcontract  takes  the  place  of  the  purchase  order  and  the 
engineer's  computations  (Fig.  6.2)  of  the  subcontract  payment  take 
the  place  of  the  receiving  memo. 


Preparation  of  vouchers 

When  all  the  documents  are  in  and  all  discrepancies  reconciled,  the 
invoices  to  be  paid  and  the  discounts  to  be  claimed  are  summarized 
on  vouchers.  It  is  at  this  point  that  an  experienced  voucher  clerk  can 
earn  many  times  his  cost,  for  it  is  he  who  must  notice  differences  and 
exceptions  and  know  which  ones  are  important.  For  example,  he  must 
know  whether  charges  for  demurrage  or  waiting  time  on  ready-mix 
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concrete  trucks  are  proper  and  authorized.  He  must  know  how  to 
recognize  partial  shipments  and  how  to  catch  and  call  attention  to  im- 
proper freight  charges.  He  must  know  the  difference  between  a  freight 
bill  and  a  bill  of  lading,  and  he  must  know  when  to  deduct  sales  tax  on 
the  discounts  he  claims.  He  must  watch  the  cash  discount  invoices  and 
see  that  they  are  paid  within  the  discount  period  and,  most  important 
of  all,  he  must  see  that  bills  are  paid  promptly,  correctly,  and  only 
once.  The  title  "voucher  clerk"  is  not  very  impressive,  but  it  is  no 
measure  of  the  importance  of  the  job  in  maintaining  a  smooth- 
running,  economical  operation. 

Several  different  kinds  of  vouchers  have  been  illustrated  and  some 
of  them  have  been  described  in  some  detail.  The  actual  preparation 
of  most  accounts  payable  vouchers  starts  with  a  vendors'  alphabetical 
file  in  which  the  purchase  orders,  invoices,  delivery  memos,  or  receiv- 
ing reports  and  correspondence  affecting  the  vouchers  are  accu- 
mulated. 

When  an  invoice,  delivery  memo,  and  purchase  order  are  found 
in  agreement,  they  are  stapled  together  and  placed  in  another  alpha- 
betical file  with  other  invoices  ready  for  payment.  If  partial  deliveries 
are  made  against  a  single  purchase  order  or  purchase  contract,  that 
fact  is  noted  on  the  face  of  the  invoice  and  the  purchase  order  is 
marked  with  the  invoice  number,  date,  and  items  shipped,  and  re- 
turned to  the  accumulation  file.  The  invoice  and  delivery  memo  are 
checked,  and  after  any  errors  have  been  corrected  they  are  sent  to  the 
file  of  invoices  to  be  paid.  Blanket  purchase  orders  or  purchase  orders 
issued  against  a  purchase  contract  are  treated  like  partial  shipments 
in  that  the  voucher  clerk's  copy  is  held  in  the  file  of  unfilled  orders 
until  the  invoice  covering  the  last  part  of  the  order  comes  through 
for  payment. 

Some  companies  process  invoices  carrying  cash  discounts  ahead  of 
all  others,  and  such  an  invoice  is  filed  for  final  processing  the  day 
before  payment  is  due.  Other  companies  merely  go  through  their 
"ready  for  payment"  file  once  a  week  and  pick  out  the  discount 
invoices  for  immediate  payment.  Under  this  system  the  nondiscount 
items  are  allowed  to  accumulate  until  the  end  of  the  month  when 
they  are  processed  for  payment  by  the  due  date,  which  is  usually  the 
tenth  of  the  month  following  delivery. 

Either  at  that  time,  or  better  yet,  as  the  invoices  are  made  ready 
for  payment,  they  are  entered  on  a  voucher.  Sometimes  the  voucher 
is  a  separate  sheet  of  paper.  With  modern  machine  methods,  the 
entry  is  often  made  on  the  carbonized  remittance  advice  section  (of 
which  the  voucher  is  the  copy)  of  a  voucher  check.  Whatever   the 
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mechanics  of  the  system,  as  soon  as  the  invoices  to  be  paid  are  sum- 
marized on  the  voucher,  and  the  supporting  documents  attached,  the 
voucher  is  complete  and  ready  for  final  checking  and  payment. 

As  a  final  precaution  before  preparing  the  check,  it  is  a  good  idea 
to  check  the  vouchers  to  see  that  all  invoices  are  authorized  for  pay- 
ment, and  that  all  supporting  documents  are  attached.  At  the  same 
time,  the  amounts  on  the  invoices  and  the  amounts  on  the  vouchers 
are  compared  for  possible  errors.  The  totals  can  be  inspected  for 
obvious  errors.  The  vouchers  themselves  should  be  serially  numbered 
and  the  number,  if  it  cannot  be  the  same  as  the  check  number,  should 
appear  somewhere  on  the  check. 

As  a  matter  of  good  office  practice  each  company  should  have  its 
own  vouchering  procedures  reduced  to  writing.  These  procedures 
must  take  into  account  that  such  items  as  utility  and  telephone  bills 
come  in  only  one  copy  with  no  delivery  receipt.  Subcontractor  in- 
voices must  contain  the  engineer's  computation  in  lieu  of  the  de- 
livery receipt.  Depending  on  the  system  in  use,  invoices  for  equip- 
ment rentals  may  or  may  not  have  a  copy  of  the  equipment  time 
report  for  the  items  included.  In  short,  there  will  be  a  number  of 
normal  variations  from  the  typical  accounts  payable  pattern,  and 
these  variations  and  exceptions  need  to  be  covered  by  specific  instruc- 
tions. Special  instructions  are  also  needed  for  such  items  as  freight 
bills,  insurance  reports,  tax  returns,  rent  on  office  or  warehouse  space, 
and  similar  items  which  often  are  not  invoiced.  The  same  would  be 
true  of  payroll  account  and  petty  cash  reimbursement  vouchers.  It 
almost  goes  without  saying  that  where  there  is  a  need  for  petty  cash 
expenditures,  an  "imprest"  or  revolving  fund  should  be  set  up  for  a 
fixed  amount,  and  reimbursed  whenever  it  becomes  low.  The  receipts 
for  expenditures  form  the  support  for  the  petty  cash  voucher,  which 
in  turn  supports  the  reimbursement  check.  Whenever  possible,  the 
petty  cash  fund  should  be  kept  in  the  office  and  not  in  the  super- 
intendent's pocket. 

None  of  these  special  types  of  payment  vouchers  offers  any  unusual 
or  complicated  problems  so  long  as  they  are  recognized  for  what 
they  are,  and  procedures  in  keeping  with  the  needs  of  the  company 
are  set  up  to  pay  them  when  they  fall  due. 

Voucher  checks 

When  the  voucher  is  complete,  all  the  data  necessary  for  the  prepa- 
ration of  the  check,  including  the  serial  number  of  the  voucher  ap- 
pear on  the  voucher  itself,  and  writing  the  check  is  reduced  to  mere 
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copying.  Three  rules  governing  check  writing,  so  obvious  that  they 
would  hardly  seem  to  need  mentioning,  are  these: 

1.  No  check  should  ever  be  drawn  payable  to  cash. 

2.  No  check  should  ever  be  prepared  and  sent  through  for  sig- 
nature without  the  name  of  the  payee  shown  on  the  face. 

3.  No  check  should  ever  be  presigned. 

These  rules  are  stated  only  because  of  the  frequency  with  which 
they  are  broken.  When  they  are  not  observed,  an  open  invitation 
to  theft  exists,  and  an  inference  of  collusion  on  the  part  of  those  who 
allow  them  to  be  ignored  may  arise. 

One  type  of  check  (Fig.  13.4)  has  a  voucher  attached.  When  this 
kind  of  check  is  used  it  is  common  to  use  the  same  number  for  the 
voucher  and  the  check.  When  the  two  numbers  are  different,  both 
should  appear  on  the  voucher.  The  function  of  the  voucher  itself 
is  to  summarize  the  individual  items  or  invoices  paid  and  to  show 
the  accounting  distribution.  Usually,  both  a  general  ledger  and  a 
cost  ledger  distribution  are  shown    (Fig.  9.6). 

Unless  cash  balances  are  adequate  to  pay  all  bills  currently,  it  is 
usually  not  practical  to  have  the  voucher  number  and  the  check 
number  the  same  because  there  will  be  vouchers  unpaid  at  the  end  of 
the  accounting  period,  and  this  will  tend  to  upset  the  numerical  con- 
trol of  the  checks.  It  is,  of  course,  essential  to  maintain  a  strict 
numerical  control  on  both  the  vouchers  and  the  checks.  If  only  the 
payment  copy  or  original  of  each  invoice,  supported  by  original  or 
payment  copy  documents,  is  included  in  the  original  voucher,  and 
payment  is  made  only  on  numerically  controlled  vouchers,  all  bills  will 
be  presented  for  payment,  but  it  would  be  difficult  for  a  bill  to  be 
paid  more  than  once  without  attracting  attention. 

The  practice  of  numbering  checks  serially  and  then  accounting 
for  all  numbers  is  vital  to  any  ordinary  system  of  bank  reconciliation 
which,  in  turn,  is  virtually  indispensable  to  control  of  cash.  Checks 
should  always  be  printed  with  serial  numbers,  and  all  spoiled  checks 
should  be  retained  and  accounted  for.  This  principle  seems  so  elemen- 
tary that  it  hardly  deserves  mention.  However,  like  the  three  rules 
stated  above,  it  is  violated  often  enough  to  justify  stating  it.  If 
spoiled  checks  are  thrown  away  or  destroyed  there  is  very  little  to 
prevent  a  dishonest  employee  from  writing  a  check  to  himself,  cash- 
ing it,  and  withdrawing  the  cancelled  check  from  those  returned  with 
the  bank  statement.  This  would  leave  a  shortage  which  could  be 
concealed  by  omitting  a  check  of  like  amount  from  the  list  of  out- 
standing checks.  This  omission  would  not  be  too  difficult  if  numerous 
checks  are  being  written  for  the  same  amount  as,  for  example,  when  a 
contractor  is  renting  dump  trucks  from  independent  truckers. 
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The  simplest  way  to  maintain  the  numerical  control  in  either  series 
is  to  file  them  numerically  and  account  for  all  missing  numbers  im- 
mediately. 

After  the  vouchers  and  voucher  checks  are  prepared,  complete  and 
ready  for  signature,  they  should  be  given  a  final  scanning  for  proper 
documentary  support,  mathematical  accuracy  and  general  reasonable- 
ness. If  a  two-signature  check  is  used,  the  first  signer  is  usually  the  con- 
troller, office  manager,  auditor,  or  chief  accountant,  and  his  signature 
means  the  check  and  the  supporting  voucher  have  been  preaudited 
and  are  technically  correct.  The  countersignature  by  the  general  man- 
ager or  one  of  his  assistants  (preferably  an  operations  man)  means  that 
the  general  propriety  of  the  transaction  has  been  reviewed  and  ap- 
proved. 

In  smaller  operations,  where  only  a  single  signature  is  required,  or 
in  very  large  operations  where  auditing  is  a  separate  function,  and  the 
single  signature  is  usually  applied  with  a  machine,  the  same  two  types 
of  preauditing  are  required.  In  the  small  company  it  is  often  done  by 
one  man.  In  a  very  large  operation  it  may  be  done  by  a  whole  depart- 
ment or,  to  some  extent  at  least,  it  may  be  done  by  machines.  Either 
way,  if  errors  in  payments  and  in  the  release  of  checks  are  to  be 
avoided,  the  accuracy  and  the  over-all  reasonableness  and  propriety 
must  be  checked  by  someone  in  a  position  to  know. 

The  most  nearly  foolproof  and  tamperproof  system  for  distributing 
voucher  checks  is  to  mail  them.  This  procedure  is  most  effective  when 
a  multicopy  voucher  check  is  used.  It  is  practical  to  type  the  name  and 
address  of  the  payee  on  the  face  of  the  check  and  to  mail  it  in  a  win- 
dow envelope.  Preferably  the  stuffing  and  mailing  should  be  done  by 
someone  not  under  the  control  of  the  person  or  the  department  pre- 
paring the  checks  or  recording  them.  However,  even  when  this  sepa- 
ration of  work  is  not  possible,  the  system  of  mailing  the  checks  works 
well.  The  check  copies  are  difficult  to  tamper  with  and  manual  deliv- 
ery of  checks  (when  the  system  calls  for  mailing)  is  peculiar  enough  to 
attract  attention. 


Voucher  register  and  cost  ledger 

If  transactions  are  few  it  is  possible  to  post  them  directly  from  the 
vouchers  to  the  general  ledger  and  the  cost  ledger.  The  usual  proce- 
dure, however,  is  to  enter  them  in  a  columnar  voucher  register  (Fig. 
13.8)  and  post  the  totals  monthly.  Figure  9.6  charted  the  flow  of  data 
from  the  basic  documents  through  the  voucher  into  a  columnar 
voucher  register. 

Before  entering  the  voucher,  the  accounting  distribution  should  be 
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checked.  Some  firms  post  the  vouchers  directly  to  the  cost  ledger  in 
order  to  keep  that  record  completely  current,  and  when  day-to-day 
cost  reports  are  made  from  the  cost  ledger  there  is  merit  to  this  proce- 
dure. Still,  most  construction  jobs  move  too  fast  even  for  this  method. 
If  the  books  can  be  closed  and  statements  completed  by  the  tenth  of 
the  month,  it  is  usually  better  to  use  memo  day-to-day  costs  on  the 
larger  variables  like  labor  and  equipment,  and  post  the  vouchers  to 
the  cost  ledger  through  the  voucher  register  in  the  same  way  that  the 
general  ledger  is  posted. 

If  the  general  ledger  closing  is  delayed  for  some  reason  or  if  the 
general  ledger  is  kept  in  the  general  office  and  the  cost  records  are  kept 
on  the  job,  the  direct  posting  of  vouchers  is  often  the  only  practical 
way  to  get  accurate  costs  at  the  earliest  possible  time.  It  might  be 
added  that  proper  accounting  machine  applications  can  often  make 
the  posting  of  the  cost  ledger  a  by-product  of  writing  up  the  voucher 
register.  There  are  numerous  forms  of  machine-kept  cost  ledgers  but 
most  of  them  follow  the  principle  of  columnar  analysis. 

Many  smaller  contractors  do  not  keep  a  cost  ledger  as  such.  Instead, 
they  merely  use  an  analysis  type  ledger  sheet  (Fig.  13.9)  for  their  gen- 
eral ledger  accounts  "Jobs  in  progress"  and  "Cost  of  completed  jobs." 


xxfxrtro.                       account                                               COST  OF  COMPLETED  J0B3                                                             «ccovwtho.   101 

Ganerti 

j£mi 

«S£rt 

"sir 

»..r^ 

Uhor 

'."" 

■»-— 

-~       ....... 

;: 

— o  

— n 

1 

1    -~  m, 

^*^ 

Fig.  13.9     Analysis  ledger  sheet  for  cost  of  completed  jobs 


Unpaid  vouchers 

Theoretically,  as  soon  as  a  shipment  of  goods  is  received  it  should 
be  entirely  possible  to  pay  for  it  at  once.  As  a  practical  matter,  there 
are  many  factors  that  can  and  do  prevent  the  immediate  payment  of 
invoices.  Not  the  least  of  these  is  lack  of  money,  but  there  are  many 
others  such  as  errors  in  shipment,  errors  in  billing,  back  orders,  dis- 
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puted  prices,  and  inadequate  personnel.  The  result  is  that  at  the  end 
of  any  accounting  period  there  are  always  some  unrecorded  liabilities 
arising  from  unpaid  invoices.  If  these  are  taken  into  account  only 
when  paid  (on  the  so-called  "cash  basis")  the  books  will  reflect  a  more 
favorable  financial  condition  than  actually  exists. 

If  such  unrecorded  liabilities  are  small  in  comparison  with  the 
whole  operation,  they  have  little  significance.  If  money  is  short,  or  if 
for  some  other  reason  these  liabilities  are  proportionately  large,  cash- 
basis  accounting  may  mislead  management  into  thinking  a  job  is 
profitable  when,  in  fact,  it  is  operating  at  a  loss. 

There  are  several  ways  of  taking  unpaid  vouchers  into  account  at 
the  end  of  an  accounting  period.  The  obvious  way,  of  course,  is  to 
summarize  the  unpaid  items  on  a  work  sheet  which  then  becomes  the 
basis  for  a  journal  entry.  Such  an  entry  is  posted  as  one  of  the  closing 
entries,  and  reversed  after  the  close  of  the  period.  In  the  following 
period,  the  vouchers  then  are  entered  in  the  voucher  register  in  the 
usual  manner.  This  method,  although  quite  standard,  is  subject  to  the 
criticism  that  it  makes  for  more  accounting  work,  particularly  if  the 
number  of  vouchers  is  large. 

Another  method  commonly  used  to  reflect  unpaid  vouchers  in  the 
financial  statements  at  the  end  of  the  accounting  period  is  to  hold  the 
books  open  until  they  are  paid  and  then  record  them  on  a  cash  basis. 
If  the  time  involved  is  not  too  great,  this  method  has  the  merit  of 
being  simple  and  easy.  Usually  the  time  tends  to  get  longer  each  period 
until  the  delay  in  obtaining  financial  statements  more  than  offsets 
the  ease  and  simplicity  of  the  system. 

Among  the  more  effective  and  practical  methods  is  to  enter  all 
vouchers  in  the  voucher  register  as  if  they  had  been  paid.  Then  in 
separate  columns,  enter:  (1)  The  amount  of  each  voucher  for  which  a 
check  is  issued,  (2)  The  amount  of  the  check,  (3)  The  amount  of  any 
other  credits  such  as  discounts  taken.  The  total  amount  of  all  vouchers 
is  credited  to  "Vouchers  payable."  The  total  of  vouchers  actually  paid 
is  debited  to  "Vouchers  payable."  In  the  voucher  register  for  the  fol- 
lowing month  the  checks  paying  the  unpaid  vouchers  of  the  prior 
month  are  entered  in  the  columns  provided  for  the  checks,  but  there 
is  no  corresponding  voucher  distribution  since  one  was  made  in  the 
preceding  period. 

Under  one  variation  of  the  method  just  described  only  the  number 
of  the  check  paying  the  voucher  is  entered.  At  the  end  of  the  month 
the  unpaid  items  are  totaled  to  determine  how  much  of  the  total  credit 
amount  would  go  to  "Vouchers  payable"  and  how  much  to  other  gen- 
eral ledger  accounts  such  as  "Cash"  and  "Discounts  earned." 
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Whatever  method  is  used,  one  precaution  is  applicable.  When  un- 
paid vouchers  are  entered,  the  debits  to  the  various  cost,  expense,  and 
asset  acounts  are  made  at  that  time,  and  care  must  be  taken  to  see  that 
when  the  voucher  is  paid  the  debit  goes  to  "Vouchers  payable"  instead 
of  being  distributed  the  second  time.  Any  system  which  does  not  have 
automatic  safeguards  against  such  an  error  is  deficient. 

One  such  safeguard  is  to  use  a  prefix  to  the  voucher  number  that 
shows  the  month  in  which  the  voucher  is  first  entered.  Another  is  to 
make  no  distributions  through  the  cash  disbursements  record,  if  such 
a  record  is  maintained.  Still  another  is  to  reserve  a  separate  sheet  for 
payments  of  prior  months'  vouchers  in  the  current  month's  cash  dis- 
bursement record.  Safest  and  easiest  of  all  is  a  system  that  combines 
all  three  of  these  safeguards. 

Commitment  control 

A  great  deal  of  emphasis  has  been  placed  in  this  book  on  financial 
planning.  To  make  such  planning  work,  a  good  system  of  disburse- 
ment control  is  essential,  but  it  is  not,  by  itself,  enough.  There  must 
also  be  a  control  on  commitments.  One  of  the  most  effective  tools  for 
controlling  commitments  is  a  system  of  pricing  purchase  orders  and 
sending  one  copy  to  the  voucher  clerk  immediately  upon  placing  the 
order.  The  objections  to  this  system  have  already  been  discussed  in 
Chapter  5.  It  was  also  pointed  out  in  Chapter  5  that,  in  most  situations, 
the  objections  are  without  substantial  merit  and  boil  down,  essentially, 
to  a  dislike  on  the  part  of  some  purchasing  agents  for  the  routine  work 
required  by  such  pricing.  The  situations  in  which  pricing  will  not 
work  are  generally  those  involving  a  "black"  or  "grey"  market.  In  such 
cases  the  requisitions  can  be  used  with  estimated  prices,  and  actual 
prices  paid  can  be  filled  later.  An  alternative  is  the  "field  purchase 
order"  prepared  as  a  matter  of  record  at  (not  after)  the  time  of  pur- 
chase and  showing  the  actual  price  paid. 

If  a  file  of  voucher  documents  is  maintained,  the  first  document 
should  be  the  purchase  order.  Therefore,  a  summary  of  unfilled  pur- 
chase orders  in  such  a  file  would  serve  quite  adequately  as  the  starting 
point  for  a  commitment  control.  The  function  of  a  commitment  con- 
trol is  to  make  sure  management  knows  how  much  money,  not  yet  in- 
cluded in  either  cash  disbursements  or  accounts  payable,  has  been 
committed  for  payment. 

The  standard  treatment  for  blanket  purchase  orders,  and  orders 
against  which  partial  deliveries  have  been  made,  is  to  note  the 
amounts  received  and  the  balance  still  to  come,  and  to  leave  them  in 
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the  file  in  order  to  reflect  the  commitment  for  deliveries  still  to  be  re- 
ceived. There  is  some  question  of  the  extent  to  which  subcontracts 
should  be  taken  into  account  in  computing  commitments,  particularly 
when  there  are  numerous  change  orders  pending.  It  is  usually  better 
practice  to  include  the  unpaid  subcontract  balances,  because  any  fore- 
cast of  the  cost  to  complete  a  job  would  have  to  take  them  into  ac- 
count, and  any  unbalancing  in  subcontract  payment  (Chap.  6)  would 
be  discovered  by  including  them. 

If  a  budget  is  used,  commitments  are  deducted  from  available  funds 
as  soon  as  the  money  is  spent,  regardless  of  when  it  is  paid.  When  the 
budget  is  tied  directly  into  the  accounting,  an  adjustment  has  to  be 
made  when  the  amount  of  cash  paid  out  differs  from  the  obligation 
as  it  appears  on  the  purchase  order.  For  the  majority  of  contractors  it 
is  unnecessary  to  integrate  the  budget  with  the  books.  Usually,  a 
weekly  report  showing  how  much  has  been  spent  on  each  item  and 
how  much  remains  uncommitted  is  enough.  In  separate  accounts  for 
a  job,  such  a  statement  would  usually  treat  each  work  item  as  a  budget 
item.  In  a  general  office  budget,  the  budget  items  are  usually  the  same 
as  the  balance  sheet  and  profit-and-loss  accounts. 

Commitment  control  in  cash  forecasting  simply  means  that  the  fore- 
caster makes  provision  for  paying  all  future  bills.  If  he  has  a  schedule 
of  amounts  which  have  been  spent  and  which  will  have  to  be  paid  as 
soon  as  delivery  is  received,  it  takes  just  one  more  element  of  guess- 
work out  of  the  forecasting. 

Sometimes  cash  forecasting  on  jobs  takes  the  form  of  an  estimate  of 
cost  to  complete.  Such  an  estimate  usually  starts  with  the  cost  ledger, 
adds  known  liabilities  and  commitments,  by  distributing  them  to  indi- 
vidual work  items,  and  then  estimates  the  additional  money  that  will 
be  required  for  each  work  item  in  order  to  complete  the  job.  One  of 
the  most  common  errors  in  making  estimates  of  cost  to  complete  is 
failure  to  take  into  account  the  obligations  reflected  by  open  purchase 
orders  and  subcontracts.  It  can  be  avoided  by  using  the  unpaid  voucher 
file  as  a  source  of  commitment  data. 
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Accounting  for  Income  and  Cash 

Receipts 


In  principle,  construction  companies  account  for  their  receipts  like 
any  other  business.  If  they  keep  their  accounts  by  the  cash  method  they 
charge  cash  and  credit  an  income  account  whenever  they  receive  any 
money.  If  they  keep  their  accounts  by  the  accrual  method,  they  charge 
some  sort  of  current  account  receivable  and  credit  an  income  account 
when  they  earn  the  money  and  then  charge  cash  and  credit  the  receiv- 
able when  they  receive  payment. 

Among  the  commonly  cited  exceptions  to  these  methods  is  a  prac- 
tice which,  in  fact,  is  one  of  the  more  flagrant  violations  of  sound  ac- 
counting principles  to  be  found  in  construction  accounting.  It  consists 
of  establishing  the  full  contract  price  as  income  as  soon  as  a  contract 
is  entered  into.  The  entry  is  usually  a  debit  to  "Estimated  cost  to  com- 
plete" for  the  estimated  cost,  a  debit  to  "Unearned  profits  receivable," 
and  a  credit  to  "Contract  revenue."  The  obvious  fallacy  of  such  a  pro- 
cedure is  that  it  anticipates  income  and  assumes  that  the  job  will  be 
done  for  the  estimated  cost.  Except  for  the  fact  that  this  method  is 
occasionally  seen  in  practice  it  is  so  faulty  that  it  would  scarcely  be 
worthy  of  notice. 
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Progress  billings 

Among  the  more  important  of  the  genuine  exceptions  to  the  gener- 
ally accepted  methods  is  progress  billing.  Usually,  construction  con- 
tracts permit  the  contractor  to  bill  the  owner  for  work  done  up  to  a 
given  date,  percentage  of  completion  or  stage  of  physical  completion. 
It  is  customary,  though  not  always  theoretically  correct,  to  take  into 
income  the  entire  amount  of  the  progress  billing  and  to  charge  the  re- 
tained percentage  to  an  account  receivable  separate  from  the  one  cur- 
rently due.  This  treatment  ignores  the  fact  that,  under  many  contracts, 
the  progress  billing  is  merely  an  advance  against  the  amount  which 
will  be  earned  when  and  if  the  contract  is  completed.  Strictly  speaking, 
the  excess  of  progress  billings  over  cost  is  a  current  liability  represent- 
ing the  amount  due  the  owner  until  the  contract  has  been  completed. 

It  is  true  that  the  percentage-of-completion  variation  of  the  accrual 
method  of  accounting  is  a  recognized  and  widely  accepted  method  of 
accounting  for  long-term  construction  projects.  It  is  equally  true  that 
the  percentage-of-completion  method  calls  for  treating  the  progress 
payments  as  fully  earned  at  the  time  they  become  billable.  Still,  it  is 
not  entirely  safe  to  think  of  them  that  way  when  managing  the  finan- 
cial affairs  of  a  construction  company. 

This  caution  is  well  understood  by  companies  that  make  "unbalanc- 
ing" the  bid  or  the  payment  schedule  an  integral  part  of  their  financ- 
ing plans  (Chap.  4).  In  such  companies,  it  is  standard  practice  to  carry 
the  credit  arising  from  the  unbalancing  in  a  separate  deferred  income 
account,  instead  of  passing  it  directly  to  income.  Failure  to  follow  this 
procedure  results  in  a  large  book  profit  early  in  the  job,  offset  by  book 
losses  in  the  later  stages. 

On  the  other  hand,  complete  nonrecognition  of  the  profit  element 
in  progress  payments  can  result  in  the  equally  anomalous  position  of 
showing,  as  a  current  liability,  a  credit  balance  which  is,  in  fact,  virtu- 
ally all  profit.  The  way  out  of  this  dilemma  lies  in  careful  analysis  of 
the  problems  of  each  company.  There  is  no  single  answer  and  no  sin- 
gle formula.  Probably  the  most  satisfactory  is  percentage-of-comple- 
tion accounting  combined  with  regular  and  accurate  estimates  of  cost 
to  complete.  With  such  estimates  as  a  basis,  reasonable  periodic  ad- 
justments of  total  estimated  job  income  can  be  made,  and  the  state- 
ments can  reflect  the  results  of  operation  with  reasonable  accuracy. 
Despite  the  theoretical  objections,  this  method  usually  seems  to  pro- 
vide practical  and  usable  answers  when  it  is  soundly  applied.  If  it  is 
not  soundly  applied,  it  can  easily  become  a  tool  for  wishful  thinking 
by  management. 

Another  variation  from  the  customary  type  of  income  accounting 
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occurs  with  progress  payments  of  cost-plus-fixed-fee  jobs.  Two  theories 
are  widely  held  in  accounting  for  cost-plus-fixed-fee  jobs.  For  want  of 
better  names,  they  may  be  called  the  "profit-and-loss"  approach  and 
the  "owner's  equity"  approach.  In  the  former,  the  total  of  all  progress 
billings,  including  both  reimbursable  costs  and  fee,  are  treated  as  job 
revenue,  and  the  total  of  all  costs,  reimbursable  or  otherwise,  is 
treated  as  job  cost.  In  the  latter  approach,  all  amounts  charged  to  the 
owner  are  contra  to  an  "owner's  equity"  account  in  the  "Net  worth" 
section  of  the  balance  sheet. 

Some  contracts  allow  an  additional  fee  when  the  scope  of  the  work 
increases  to  the  point  where  costs  exceed  an  agreed  amount.  Billings 
for  reimbursable  cost  should  then  include  the  value  of  owner-fur- 
nished materials  and  equipment.  An  equal  amount  is  then  allowed  as 
a  credit  to  reimbursable  costs  receivable,  and  a  charge  is  made,  either 
directly  to  job  cost  or  to  whatever  account  was  credited  when  job  costs 
were  charged. 

Whether  the  collection  of  retained  percentages  presents  any  special 
problems  depends  upon  how  the  accounting  was  done  at  the  time  the 
progress  billings  were  made.  If  the  entry  was  a  debit  to  some  such  ac- 
count as  "Retained  percentages  receivable"  and  a  credit  to  job  reve- 
nue, the  procedure  is  conventional  and  the  collection  of  the  retention 
would  call  for  a  charge  to  cash  and  a  credit  to  the  receivable  account. 
When  a  special  billing  for  the  retained  percentage  is  required  even 
though  it  has  already  been  taken  into  account  in  entering  the  current 
billings,  it  is  necesary  to  treat  the  special  billing  for  the  retention  as 
a  memo  billing.  Otherwise  income  and  receivables  will  be  duplicated. 
On  the  other  hand,  if  the  strictly  legalistic  concept  of  retained  per- 
centages is  followed,  and  only  the  currently  collectible  portion  of  the 
progress  billing  is  taken  into  account,  then  the  special  billing  for  the 
retained  percentage  must  be  entered  like  any  other  invoice. 

Of  course,  if  the  accounts  are  kept  on  a  completed-contract  basis, 
the  accounting  treatment  of  the  retained  percentage  is  not  a  problem. 
No  part  of  the  billing  becomes  income  until  the  job  is  completed  and 
closed.  Interim  progress  billings  would  have  been  credited  to  some  such 
account  as  "Progress  billings  on  jobs  in  progress"  and  charged  to  some 
such  accounts  as  "Progress  payments  receivable"  and  "Retained  per- 
centages receivable."  When  the  job  is  closed  the  balance  of  the  account 
called  "Progress  billings  on  jobs  in  progress"  is  transferred  to  some  such 
account  as  "Revenue  from  completed  contracts." 

Other  income 

Aside  from  progress  payments,  construction  companies  may  derive 
income  (and  ultimately  cash  receipts)  from  such  sources  as  those  listed 
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below.  In  later  portions  of  this  chapter  the  accounting  for  these  items 
of  income  is  described  in  somewhat  greater  detail.  In  summary,  how- 
ever, they  are: 

1.  Work  done  for  others  at  the  job  site:  The  income  from  this 
source  would  usually  enter  the  records  through  a  field  work  order 
(Fig.  11.3),  which  would  be  the  source  of  a  billing  to  the  person  for 
whom  the  work  was  done. 

2.  Equipment  rentals:  The  income  from  this  source  would  enter 
the  records  through  the  equipment  rental  agreements  which  form  the 
basis  for  billing  the  rentals.  Sometimes  the  person  renting  the  equip- 
ment is  required  to  report  the  time  the  equipment  is  used,  and  then 
the  reports  form  the  basis  for  the  billing. 

3.  Sales  of  used  equipment,  scrap,  and  surplus  materials  and  sup- 
plies: Usually  the  charges  arising  from  these  sales  can  be  most 
easily  brought  into  the  records  by  a  warehouse  issue  ticket  (Chap.  9). 
However,  when  assets  are  being  distributed  at  the  conclusion  of  a  joint 
venture,  it  may  be  better  merely  to  divide  the  surplus  items  and  make 
only  transfer  records.  Otherwise  some  states  (such  as  California)  will 
attempt  to  levy  a  sales  tax  on  the  transfer. 

4.  Insurance  refunds  and  proceeds  of  insurance  claims:  The  re- 
funds are  usually  not  taken  into  account  until  the  check  from  the  in- 
surance company  is  received.  Then  it  is  deposited  and  the  credit  is 
passed  either  to  insurance  expense  or  to  miscellaneous  income.  Insur- 
ance claims,  on  the  other  hand,  are  recorded  by  journal  voucher  as 
soon  as  proof  of  loss  or  the  "over,  short  and  damage  report"  and  the 
resulting  claim  are  filed. 

5.  Discounts  earned:  Discounts  almost  always  enter  the  records 
through  the  check  register,  where  the  liability  account  is  charged  for 
the  invoice  price  and  cash  is  credited  only  for  the  amount  paid.  The 
excess  credits  go  to  a  miscellaneous  income  account  called  "Discounts 
earned."  An  alternative  treatment,  often  followed  where  cash  basis 
accounting  is  used,  is  to  charge  the  items  purchased,  net  of  discount, 
to  the  appropriate  accounts.  Generally  speaking  this  method  is  not  too 
satisfactory,  since  it  fails  to  reflect  the  cash  value  of  having  money  on 
hand  to  pay  bills. 

6.  Camp  and  mess  receipts:  Some  of  the  larger  companies  whose 
jobs  are  isolated  may  operate  a  camp,  a  mess  hall,  a  commissary,  a  com- 
pany store  or  a  trailer  camp,  and  sometimes  all  five.  Employees  or 
other  users  may  pay  in  cash  or  through  payroll  deductions.  The  rou- 
tines used  in  accounting  for  these  items  of  income  are  described  at 
greater  length  in  this  chapter  and  in  Chap.  18. 

7.  Repair  services:  If  a  contractor  sells  repair  services  such  as 
those  provided  by  plumbers  and  electricians,  in  addition  to  regular 
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contract  work,  how  can  these  numerous  small  jobs  be  handled  within 
the  structure  of  a  job  order  accounting  system?  The  answer  usually 
lies  in  lumping  all  small  jobs  into  a  single  blanket  work  order  which 
is  closed  out  periodically.  The  customer  receivables  are  entered  from 
the  job  ticket,  and  both  income  and  cost  are  charged  to  a  single  work 
order  designated  by  some  such  title  as  "Repair  jobs."  Sometimes  such 
contractors  will  operate  a  number  of  repair  trucks.  Then  a  separate 
blanket  work  order  for  each  truck  will  show  the  comparative  earning 
power  of  each  of  the  repair  crews. 

Recording  income 

The  real  starting  point  for  most  income  acounting  in  the  construc- 
tion business  is  the  preparation  of  invoices  or  billings  to  customers. 
There  are  a  few  exceptions,  such  as  those  arising  in  camp  operations, 
but  the  bulk  of  the  incomes  comes  from  transactions  that  are  repre- 
sented by  customer  billings.  Once  invoices  are  prepared,  they  must 
be  summarized  before  being  posted  to  the  general  ledger.  One  form 
of  journal  record  (Fig.  14.1)  combines  the  cash  receipts  and  contract 
billing  records.  This  form  is  useful  for  smaller  contractors.  There  are 
many  others.  Sometimes  cash  receipts  are  recorded  in  one  book  and 
sales  or  customer's  invoices  in  another.  When  the  customer's  invoices 
are  numerous,  it  is  a  good  idea  to  post  the  detail  to  a  subsidiary  "cus- 
tomer's ledger"  or  "accounts  receivable  ledger"   (Chap.  15). 

In  its  simplest  form,  a  request  for  a  progress  payment  is  no  more 
than  an  invoice  (Fig.  14.2).  It  will  usually  state  the  basis'  on  which 
the  billing  is  made,  and  often  it  must  be  authorized  by  the  owner's 
representative.  For  example,  if  a  contract  for  building  a  single-family 
residence  called  for  payment  of  one-third  of  the  contract  price  when 
the  rafters  were  in  place,  the  billing  might  appear  as  in  Schedule  14.1. 

SCHEDULE    14.1 /SIMPLE   PROGRESS    BILLING 


Per  article  XI  of  contract 

dated  March  4,  19 — 

Contract   price 

$16,500 

One-third  due  when  rafters 

are    in    place 

$5,500 

Less:  10  per  cent  retention 

550 

Due  on  this  billing 

$4,950 

Approved: 

Architect 
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by  this  bill 


Fig.   14.2     Combination  delivery  receipt  and  invoice 

This  form  is  prepared  in  triplicate.  The  original  is  signed  by 
the  person  receiving  it  and  placed  in  the  job  cost  file.  The  dupli- 
cate is  left  with  the  client  and  serves  both  as  a  delivery  memo  and 
as  an  invoice.  Illustrated  is  the  triplicate,  which  is  sent  to  the 
accounting  department  for  inclusion  in  the  client's  account. 

If  the  job  were  one  in  which  payments  are  to  be  based  on  a  per- 
centage of  completion  of  each  work  item  the  request  for  progress  esti- 
mate might  appear  as  in  Schedule  14.2. 

Cost-plus-fixed-fee  contracts  call  for  progress  billings  which  merely 
list  the  checks  paid,  the  name  of  the  payee  and  the  amount.  Usually 
these  summary  sheets,  or  "transmittals"  as  they  are  sometimes  called, 
are  accompanied  by  copies  of  the  checks,  invoices,  purchase  orders, 
delivery  memoranda,  and  whatever  other  supporting  data  may  be 
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available.  Copies  of  payroll  checks  are  not  usually  supplied  but  copies 
of  the  payrolls  are. 

At  one  time  it  was  quite  common  to  require  that  the  invoices  be 
marked  "paid"  and  some  owners,  particularly  government  agencies, 
still  insist  on  this  procedure.  However,  the  better  procedure  is  to  re- 
quire copies  of  the  checks,  since  as  a  practical  matter  contractors 
generally  require  suppliers  to  receipt  the  invoices  in  advance  so  that 
they  can  be  submitted  for  payment.  The  supplier  is  then  paid  when 
the  contractor  receives  the  reimbursement  check.  If  there  is  any  ques- 
tion about  the  contractor's  financial  position,  it  is  quite  in  order  to 
require  a  bond,  and  this  usually  costs  the  owner  less  than  the  addi- 
tional cost  of  the  unnecessary  paper  work  involved  in  getting  receipted 
bills.  Many  old-time  contracting  officers  will  dispute  this  assertion  but 
modern  practice  has  proved  it  is  often  true. 

SCHEDULE    14.2/PROGRESS    BILLING    ON    PERCENTAGE-OF-COMPLE- 
TION   BASIS 


Work  item 

Total 

Per  cent 

Amount 

Previously 

Earned 

No.  Description 

amount 

complete 

earned 

billed 

this  period 

1     Site  preparation 

§  1,000 

100 

$1,000 

$1,000 

— 

2     Excavation 

2,500 

100 

2,500 

1,500 

$1,000 

3     Forms 

2,400 

75 

1,800 

400 

1,400 

4     Reinforcing 

1,500 

60 

900 

100 

800 

5     Concrete 

13,300 

10 

1,330 

— 

1,330 

6     Roof 

9,100 

— 

— 

— 

— 

7     Plumbing 

3,100 

5 

155 

— 

155 

8     Electrical 

4,300 

5 

215 

— 

215 

9     Cement  finishing 

1,000 

20 

200 

— 

200 

10     Sash  and  doors 

3,900 

— 

— 

— 

— 

11     Painting 

2,500 

— 

— 

— 

— 

12     Cleanup 

500 

— 

—  ' 

— 

— 

$45,100 

$8,100 

$3,000 

$5,100 

Less:  10  per  cent  retei 

ition 

810 

300 

510 

Totals 

$7,290 

$2,700 

$4,590 

Approved: 

An 

:hitect 

Back  charges 

Back  charges  represent  charges  for  materials,  equipment,  services, 
or  other  costs  or  expenses  furnished  to  the  contractor  by  the  owner 
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or  to  the  subcontractor  by  the  prime  contractor.  Using  the  field  work 
order  (Fig.  11.3)  is  one  way  of  authorizing  back  charges.  Another 
method  is  to  cover  such  charges  in  the  contract  itself.  It  is  rarely 
satisfactory  to  accept  back  charges  without  written  authorization 
made  at  the  time  of  the  specific  transaction.  If  some  charge  appears 
to  be  proper  and  there  is  no  authorization,  the  contractor  (or  in 
larger  firms  some  top  executive)  should  personally  authorize  any  back 
charge  before  it  is  accepted. 

The  procedure  for  handling  back  charges,  once  they  are  author- 
ized, is  simple  enough.  The  owner  backcharging  the  contractor  (or 
the  contractor  backcharging  the  subcontractor)  merely  prepares  an 
invoice  for  the  agreed  price  of  the  back  charge,  enters  it  as  he  would 
any  other  invoice,  and  deducts  it  from  the  next  progress  payment. 
In  entering  the  receipt  of  the  progress  payment  reduced  by  the  amount 
of  the  back  charge,  the  appropriate  cost,  expense,  or  asset  account  is 
debited  for  the  amount  of  the  back  charge  and  the  debit  to  cash  is 
correspondingly  decreased. 

Equipment  rentals 

In  accounting  for  income  from  equipment  rentals,  the  first  step  is 
to  establish  a  file  of  rental  agreements.  These  may  not  be  in  the  form 
of  written  contracts,  but  some  record  must  be  kept  to  show  what  units 
are  involved,  the  terms  of  the  rental,  the  rental  rates,  and  any  special 
provisions.  Chapter  10  covers  this  phase  of  the  procedure.    . 

The  significance  of  such  a  file  is  that  it  can  be  used  as  a  starting 
point  for  the  preparation  of  equipment  rental  billings.  Often  it  is  a 
good  idea  to  use  some  type  of  visible-card  record  (Fig.  14.3).  Sometimes 
it  is  possible  to  design  the  equipment  ledger  itself  so  that  rentals 
may  be  controlled  by  one  of  its  sections.  Whatever  form  the  rental 
agreement  file  takes,  the  best  way  to  be  sure  that  all  equipment  rentals 
are  billed  is  to  use  the  file  to  prepare  billings  on  all  equipment  out 
during  the  month.  When  the  amount  of  the  rental  charge  depends 
upon  an  equipment  time  report,  the  billing  can  still  be  prepared 
so  that  the  file  of  uncompleted  billings  will  serve  as  a  follow-up  on 
the  time  reports  still  to  come.  The  billings  themselves  are  entered 
in  a  receipts  record  (Fig.  14.1),  and  from  there  the  totals  are  posted 
to  general  ledger  accounts  and  the  detail  to  customer  accounts  (Chap. 
15). 

Some  contractors,  particularly  those  who  use  decentralized  ac- 
counting, distribute  the  cost  of  owning  and  maintaining  equipment 
by  "renting"  it  to  their  own  jobs.  As  previously  indicated  (Chap.  10), 
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EQUIPMENT  RENTAL  CONTROL 

Rented  To 

Time  In  Use 

Total 
Time 

Rate 

Rental 
Earned 

Date 
Billed 

From 

To 

Item Eniiinment  Number 

Fig.  14.3     Visible  record  index  card  for  controlling  equipment  rental  billings 

//  volume  is  heavy,  Kardex  or  similar  cards  may  be  useful. 

this  method  has  virtually  the  same  effect  as  a  standard  cost  system  for 
equipment  operation.  However,  it  is  not  uncommon  to  see  the  so- 
called  "income"  from  "renting"  equipment  to  the  company's  own 
jobs  entered  with  the  actual  income  derived  from  renting  equipment 
to  others.  The  two  are  not  comparable  and  should  always  be  segre- 
gated. 


Requests  for  final   payment 

A  request  for  final  payment  usually  takes  the  form  of  an  ordinary 
invoice  or  a  progress  billing,  the  latter  being  somewhat  more  special- 
ized. The  form  is  often  determined  by  the  provisions  of  the  contract, 
and  some  owners  and  architects  actually  specify  the  form  in  detail. 
Usually  it  must  be  accompanied  by  releases  (Fig.  6.1),  and  sometimes 
by  affidavits  and  other  evidence  of  having  satisfied  all  possible  lien 
claimants.  If  all,  or  any  part  of  a  final  payment  is  to  be  held  past 
the  lien  period  to  insure  performance  of  any  guarantee  provisions  in 
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the  contract,  then  that  amount  should  be  transferred  to  an  account 
such  as  "Guarantee  deposits." 

If  the  retained  percentage,  which  usually  makes  up  the  final  pay- 
ment, has  already  been  taken  into  income,  the  final  request  will  form 
the  basis  for  transferring  the  amount  from  "Retained  percentages"  to 
"Progress  payments  currently  due."  If  the  practice  has  been  to  record 
only  the  progress  payment  net  of  the  retention,  then  the  final  payment 
request  would  be  entered  the  same  as  any  other  billing. 

On  a  cost-plus-fixed-fee  contract  with  a  participation  in  savings 
under  a  guaranteed  maximum,  there  might  be  one  or  two  "final"  bill- 
ings. If  the  cost  has  been  audited  and  the  amount  of  participation  has 
been  determined  at  the  time  the  final  billing  is  made,  or  if  costs 
exceed  the  guaranteed  maximum,  then  only  one  final  billing  would 
be  required.  However,  if  costs  are  less  than  the  guaranteed  maximum 
and  have  not  been  audited,  then  a  final  billing  for  the  previously 
nonreimbursed  costs  plus  the  unbilled  portion  of  the  agreed  fee 
would  be  made,  followed  by  a  supplemental  billing  for  participation 
in  the  saving. 

Other  income 

If  a  camp  is  maintained  on  a  job,  the  camp  revenue  usually  enters 
the  books  through  the  camp  manager's  report  (Fig.  18.8)  and  is  col- 
lected by  payroll  deduction.  Mess  hall  receipts  may  be  collected  in 
several  ways.  Meals  may  be  charged  at  a  flat  rate  per  day  or  per  week 
and  then  would  enter  the  records  and  be  collected  in  the  same  way 
as  the  camp  charges.  If  meal  tickets  are  sold,  it  is  usually  possible  to 
collect  for  most  of  them  by  payroll  deductions.  However,  some  em- 
ployees prefer  to  pay  cash  for  them,  and  such  cash  will  be  listed  in 
the  report.  The  camp  manager  should  have  a  prenumbered  receipt 
book   (Fig.  14.4)  or  combination  receipt  and  charge  ticket  book.  The 
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RECEIPT 

I  acknowledge  receipt  of  Lodgimj'cord       aBd  aS»e  *»  P°Y 

$. _. therefor.  I  understand  that  any  unused  meal  tickets  or  unused 

lodging  will  be  repaid  in  Cash  in  the  event  I  leave 

The  above  charge  may  be  deducted  from  wages  due  me  provided  such 
deduction  is  authorized  by  the  Secretary  of  Labor,  Washington,  D.  C. 


Employee 


Badge  No. 


Fiq.  14.4     Receipt  for  meal  books  and  lodging  cards 
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.M5£^^".5££SoSV^S2&:J3r  ""  to  0°UUm'  •-*-•••■*«•— *^» -*««*>**.** b. ikM.w.M 

TRANSFER   OR   SALES   REPORT 

COMNMM 

COHalOMR 

A<Mr*u  of  pAii>IfpiM                                                                         _                                                                          w- 

"""• 

DIICHIPTION 

Accr'q. 

aISK, 

«SSl 

«S5 

AMOUNT 

Approval 

Bentvcda 

«t/Fr.                                                                                                     matuiai,  Clxpk 

Tmi 

Fig.  14.5     Transfer  or  sales  report 

77jw  «  a  combination  form  for  use  in  reporting  and  recording 
either  transfers  of  materials,  supplies,  or  equipment  from  one  job 
to  another,  or  sales  of  such  items.  Five  differently  colored  copies 
are  prepared. 
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latter  may  also  be  issued  on  a  billing  machine.  When  a  meal  ticket  is 
sold  for  cash  a  "cash  ticket"  or  receipt  would  be  issued.  If  the  price 
were  to  be  deducted  from  the  man's  paycheck,  a  charge  ticket  (Fig. 
18.4)  would  be  issued. 

Commissary  and  company  store  sales  differ  from  camp  and  mess 
hall  sales  in  that  the  former  call  for  more  over-the-counter  selling  for 
cash.  If  cash  sales  are  substantial,  a  cash  register  is  the  most  efficient 
and  economical  way  to  account  for  both  the  sales  and  the  incoming 
cash.  Charge  sales  would,  of  course,  be  handled  on  prenumbered 
charge  tickets.  These  all  form  a  part  of  the  camp  manager's  daily 
report. 

Some  contractors  follow  the  practice  of  subcontracting  the  camp, 
mess  hall,  and  commissary  activities,  and  it  is  true  that  this  procedure 
limits  the  paper  work  to  a  minimum.  However,  it  also  may  defeat 
its  own  ends.  Such  activities  can  contribute  substantially  to  the  effi- 
ciency and  morale  of  the  personnel  on  a  remote  job  if  properly  run, 
but  they  can  also  have  the  opposite  effect.  If  they  are  to  be  run  at  all, 
it  is  better  to  run  them  for  what  they  can  contribute  to  the  job  rather 
than  for  the  profit  they  can  make.  If  a  contractor  runs  these  operations 
himself,  he  car  control  them  better  than  if  he  were  to  sublet  them.  On 
the  other  hand,  it  is  sometimes  possible  to  use  the  facilities  of  some 
contractor  already  on  the  site  for  a  fair  price,  and  thereby  achieve 
both  objectives. 

When  books  are  kept  in  the  general  office,  a  report  (Fig.  14.5) 
covering  any  transfer  or  sale  of  equipment,  material,  supplies,  or 
tools  shoi'M  ue  made.  Once  a  month  these  reports  are  summarized. 
They  form  the  supporting  documents  for  a  journal  voucher  (a  general 
journal  entry)  through  which  they  enter  the  general  ledger.  To  keep 
the  cost  ledger  up  to  date  from  day  to  day,  these  reports  may  be 
posted  directly  to  the  cost  ledger  as  they  come  in  from  the  jobs. 

The  use  of  the  field  work  order  (Fig.  11.3)  has  already  been  des- 
cribed. Essentially  it  is  a  means  of  authorizing  extra  work  to  be  done. 
As  the  work  is  actually  done,  its  cost  must  be  accounted  for  and 
accumulated  on  a  daily  extra  work  report  (Fig.  14.6)  for  billing  pur- 
poses. 

A  change  order  that  alters  the  amount  of  a  contract  has  a  direct 
effect  on  the  contractor's  income.  Chapter  7  deals  with  change  orders 
in  detail  and  the  illustrations  given  there  are  applicable  here.  In  ac- 
counting for  income  it  is  necessary  to  be  sure  that  progress  billings 
reflect  all  change  orders  that  have  been  made  final  at  the  date  of  the 
billing.  Usually  this  is  a  function  of  the  engineering  or  operations 
personnel,  but  it  is  ordinarily  up  to  the  accounting  and  office  per- 
sonnel to  see  that  the  change  order  files  are  up  to  date. 
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On  cost-plus-fixed-fee  jobs,  as  already  noted,  there  may  be  an  addi- 
tional fee  due  when  change  orders  raise  the  cost  beyond  an  agreed 
amount.  Owners  will  sometimes  seek  to  avoid  such  a  result  by  fur- 
nishing materials,  equipment,  insurance,  bond,  and  so  on.  It  is  thus 
possible  to  increase  the  scope  of  the  work  substantially  without  in- 


DAILY  EXTRA  WORK  REPORT 

gSKS.^ 

jmjnoH 

SFX& 

LABOR:    OCCUPATION   OR   ITEM 

H.UM 

un 

»»»" 

TOTAL     LABOR 

1 

NUMBER 

EQUIPMENT:  DESCRIPTION 

KOU.6 

RATE 

TOTAL   EQUIPMENT 

NUMKfl 

MATERIAL:    DESCRIPTION 

UNIT 

,.,« 

.MO.RT 

TOTAL    MATERIAL 

TOTAL 

ACCEPTED: 

FOR   OWNER 

Fig.  14.6     Daily  extra  work  report 

This  form  provides  data  for  billing  clients  and  others  for  work 
not  specified  in  the  main  contract. 


creasing  the  fee,  unless  the  contractor  makes  provision  for  such  a 
contingency  in  the  contract.  However,  even  if  such  provision  is  made, 
there  is  still  need  for  a  summary  report  (Fig.  14.7).  This  report  should 
be  prepared  and  incorporated  into  the  periodic  billings. 

Occasionally  money  will  be  received  from  miscellaneous  sources, 
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such  as  the  refund  of  bid  or  plan  deposits,  insurance  premium  refunds, 
insurance  recoveries,  recovery  of  items  of  expense,  or  overpayment 
of  an  account.  When  such  amounts  are  received,  the  credit  should  go 
to  the  account  originally  charged,  if  such  treatment  is  not  unduly 
difficult.  This  procedure  is  elementary  to  a  trained  accountant  but 
the  rule  is  violated  often  enough  to  make  it  worthy  of  mention.  An 
outstanding  example  is  the  crediting  of  insurance  recoveries  to  "Mis- 
cellaneous income."  An  equally  common,  though  somewhat  less  obvi- 
ous violation  of  the  same  rule,  is  to  credit  the  "Equipment"  account 
(or  other  fixed  asset)  with  the  cash  received  on  the  sale  of  a  piece 
of  equipment.  This  happens  because  the  bookkeeper  overlooks  the 
fact  that  the  "Equipment"  account  is  charged  with  the  full  cost  of  the 
item  and  that  the  "Reserve  for  depreciation"  account  contains  credit 
equal  to  the  total  depreciation  since  the  item  was  acquired.  There- 
fore the  entry  is: 
Dr.     Cash    (or  Accounts  receivable) 

Reserve  for  depreciation 

Loss  on  the  sale  (if  book  value  is  more  than  selling  price). 
Cr.     Equipment  (for  the  total  cost) 

Gain  on  the  sale  (if  book  value  is  less  than  selling  price). 

Sometimes,  when  there  is  recovery  of  expense  written  off  in  a  prior 

year,  such  as  insurance  refunds  affecting  premiums  of  prior  years, 

tax  refunds,  or  bad  debt  recoveries,  it  is  proper  to  credit  the  receipt  to 

"Miscellaneous  income." 


Cash  receipts 

Accounting  for  actual  receipts  of  cash  is  much  the  same  in  any 
business.  Cash  should  be  controlled  when  it  comes  into  the  company's 
possession;  deposited  in  a  bank  account  as  soon  as  practicable;  and 
recorded  on  a  suitable  form  (Fig.  14.1).  Unless  the  business  is  so  small 
that  the  contractor  does  all  the  office  work  personally,  it  is  a  good  idea 
to  have  the  mail  opened  and  the  checks  taken  out  and  listed  by  some- 
one who  does  not  handle  the  cash  or  keep  the  books.  If,  as  in  many 
smaller  firms,  the  office  is  run  by  a  combination  bookkeeper-office 
manager,  the  contractor  may  find  it  worth  while  to  open  all  mail 
personally.  Then  he  not  only  knows  about  incoming  checks,  but 
also  about  a  great  many  other  things  that  would  otherwise  escape  his 
attention.  There  is  one  exception  to  this  suggested  procedure.  Any 
proprietor  who  has  a  tendency  to  hold  out  small  checks  (or  any 
checks)  and  cash  them  for  pocket  money  should  be  kept  as  far  as 
possible  from  the  incoming  mail. 


SUMMARY  OF  COST  ITEMS  FURNISHED  BY  OWNER 

Items 

1       This 
month 

Job  to 
date 

LABOR 

Supervisory 

Clerical 

Engineering 

Trades 

Other 

Total  labor 

MATERIALS 
Lumber 

Cement 

Sand  and  aggregate 

Steel 

Hardware  and  miscellaneous  iron 

Other 

EQUIPMENT 

OTHER 
Bond 

Insurance 

i         Sundry 

Grand  total  furnished 

Compiled  by Approved  by 

Fig.  14.7     Summary  of  cost  items  furnished  by  owner  of  cost-plus-fixed-fee  jobs 
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Cash  coming  in  from  scrap  or  surplus  materials  sales  should,  as  a 
matter  of  standard  procedure,  be  accounted  for  on  a  prenumbered 
receipt  which  must  be  made  at  the  time  of  the  transaction  and  at  no 
other  time.  If  there  are  numerous  over-the-counter  sales,  a  cash  regis- 
ter may  be  useful  to  a  contractor.  Otherwise,  a  sales  ticket  should  be 
made  at  he  time  of  sale,  showing  the  amount  of  cash  collected.  Often 
the  most  convenient  way  to  prepare  such  a  ticket  is  on  a  counter-type 
billing  machine. 

Theft  and  misappropriation 

There  is  no  absolute  guarantee  against  employee  dishonesty,  but 
the  nearest  thing  to  it  is  a  combination  of  external  and  internal  audit- 
ing, internal  control  procedures,  and  fidelity  bonds.  These  measures 
make  it  as  difficult  as  possible  for  an  employee  to  steal,  and  make 
ultimate  discovery  of  any  theft  reasonably  certain.  In  the  small,  one- 
man  firms,  the  opportunities  for  use  of  internal  controls  are  fewer 
than  in  a  larger  firm.  On  the  other  hand,  the  opportunities  for  internal 
audit  are  usually  greater.  This  statement  is  true  for  two  reasons.  First, 
in  the  small  firm  the  contractor  either  sees  or  handles  most  cash 
transactions  personally  and  if  he  is  alert  he  can  usually  detect  any 
dishonesty.  Second,  there  are  so  few  transactions  that  one  person  can 
know  about,  and  remember,  most  of  them. 

Dishonesty  in  handling  cash  receipts  may  assume  one  simple  form 
— pocketing  incoming  cash  instead  of  recording  it.  It  is  the  function 
of  internal  auditing  procedures  to  look  for  the  likely  sources  of  cash; 
to  find  out  if  it  actually  came  in;  and  then  to  check  the  records  to  see 
that  it  was  recorded  and  accounted  for  correctly.  It  is  the  function  of 
internal  control  to  design  the  accounting  procedures  in  such  a  way 
that  failure  to  record  incoming  cash  will  cause  the  cash  deposited  in 
the  bank  (and  so  controlled  by  an  outside  agency)  to  fail  to  balance 
with  some  record  kept  by  an  individual  who  has  access  neither  to 
the  cash  itself  nor  to  the  cash  records.  It  is  the  function  of  fidelity 
bonds  not  only  to  reimburse  the  employer  for  theft  losses  but  to  create 
in  the  minds  of  employees  handling  cash  the  certainty  that  once 
theft  is  detected  it  will  be  prosecuted. 

In  the  one-man  contracting  firm,  the  contractor  himself  usually 
knows  all  the  transactions  which  should  bring  in  cash.  He  also  knows 
how  much  is  coming  in.  If  it  does  not  come  in,  he  knows  or  will  find 
out  why.  Such  conduct,  of  course,  is  internal  auditing  in  its  most 
effective  form,  and  with  it  the  need  for  internal  control  disappears. 
The  chance  that  anyone  can  steal  cash  and  avoid  getting  caught  is 
virtually  nil. 
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This  theory  breaks  down,  however,  when  the  contractor  gets  too 
busy  with  other  things  to  think  about  (and  follow  up  on)  incoming 
cash.  It  also  breaks  down  if  he  himself  takes  the  incoming  cash  and 
makes  no  record  of  it.  If  the  contractor  follows  this  practice,  he  al- 
lows any  employee,  with  the  opportunity,  to  follow  the  same  example, 
counting  on  the  protective  assumption  that  all  will  make,  that  un- 
doubtedly the  proprietor  took  the  money  himself  as  usual,  but  forgot 
about  it. 

In  larger  concerns,  the  auditing  is  done  either  by  someone  in  the 
accounting  department  or  by  special  internal  auditors.  The  internal 
control  is  obtained  by  having  someone  outside  the  accounting  depart- 
ment handle  the  money.  In  that  way  the  person  who  controls  the 
money  does  not  control  the  cash  records  and  vice  versa.  When  such  a 
division  of  work  exists,  it  takes  collusion  among  two  or  more  people 
to  conceal  a  theft  by  juggling  the  books.  This  necessity,  in  itself,  makes 
stealing  harder  and  less  profitable.  Coupled  with  compulsory  vaca- 
tions and  occasional  transfers,  the  separation  of  cash  handling  from 
cash  accounting  can  be  an  effective  device.  Adding  an  adequate 
fidelity  bond  provides  as  much  protection  as  is  possible  against  cash 
fraud. 


Liquidation   problems 

After  every  large  job,  and  after  many  medium-sized  and  small  jobs, 
there  is  a  certain  amount  of  surplus  material  to  be  sold.  This  situa- 
tion results  in  something  more  than  the  usual  problem  of  cash  con- 
trol. Normal  routine  may  be  nonexistent;  sales  may  be  made  on  a 
forced-sale  basis;  and  there  is  very  little  comparison  between  liquidat- 
ing prices  and  normal  prices  for  the  same  items.  Often  project  man- 
agers and  superintendents  will  make  deals  during  the  job  based  on 
promises  of  preferences  to  be  given  in  liquidation  when  the  job  is 
closing.  By  the  time  the  sales  are  actually  being  made,  the  man  who 
made  the  deals  may  be  gone. 

One  way  to  achieve  some  control  in  these  postjob  liquidations  is 
to  send  an  inventory  team  around  the  job,  as  it  is  approaching  com- 
pletion, to  count  and  appraise  the  items  to  be  sold.  If  possible,  it  is  a 
good  idea  to  accumulate  in  one  place  the  things  to  be  sold.  Then  the 
liquidator  must  account  for  either  these  items  or  the  price  set  by  the 
inventory  team.  Variations  from  the  inventory  price  would  be  per- 
mitted only  when  justified.  If  this  system  is  practicable,  it  can  prevent 
any  major  diversion  of  assets  or  misappropriation  of  funds.  Each  sale 
would  be  evidenced  by  a  prenumbered  invoice.  Receipts  would  be  de- 
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posited  in  a  special  liquidation  bank  account  on  which  withdrawals 
could  be  made  through  the  head  office  only. 

Liquidations  of  equipment  are  usually  less  difficult  than  liquida- 
tions of  materials,  supplies,  and  scrap.  The  units  are  larger  and  usually 
bear  identifying  numbers.  Prices  are  more  easily  determined.  Here 
the  inventory  and  price  list  technique  is  definitely  practical  and 
should  be  followed.  The  prenumbered  invoice  would  also  be  used  in 
addition  to  whatever  type  of  bill  of  sale  might  be  required  by  local 
law.  The  proceeds  would  still  go  into  a  liquidation  bank  account. 
Sometimes  it  is  possible  to  find  a  finance  company  or  bank  that 
will  buy  conditional  sales  contracts  "without  recourse,"  and  on  such 
a  basis,  equipment  should  bring  enough  more  to  make  credit  sales 
profitable.  However,  lacking  such  an  arrangement,  liquidation  sales 
should  be  made  for  cash  only.  Checks  should  be  accepted  with  care, 
and  deposited  immediately.  It  may  be  that  some  of  the  bad  ones  can 
be  caught  before  the  goods  are  completely  out  of  reach. 

Lien  laws 

Any  discussion  of  contractor  income  must  include  a  general  con- 
sideration of  lien  laws  and  bond  acts.  It  has  already  been  pointed 
out  that  most  of  a  contractor's  work  consists  in  improving  the  real 
property  of  others.  Therefore,  if  the  contractor  is  to  have  any  security 
for  his  work,  there  must  be  some  statutory  provision  that  gives  him 
the  power  to  obtain  an  interest  in  the  real  property  if  he  is  not  paid. 
Work  on  privately  owned  real  propery  is  protected  by  lien  laws  in  all 
states. 

When  work  is  done  on  real  property  owned  by  federal,  state,  or 
local  governments,  it  is  contrary  to  public  policy  to  permit  private 
individuals  to  obtain  an  interest  in  the  realty  through  liens.  There- 
fore the  various  states  and  the  federal  government  have  provided  for 
payment  of  workmen,  material  suppliers,  and  sometimes  others, 
through  laws  requiring  prime  contractors  to  post  payment  bonds. 
Also,  many  state  laws  provide  for  so-called  "stop  notices"  under  which 
the  government  owner  will  withhold  payments  to  the  prime  con- 
tractor until  the  claimant  is  paid  or  his  claim  secured  by  a  special 
bond. 

Any  rights  a  contractor  or  subcontractor  may  have  under  any  of 
these  laws  are  strictly  statutory,  and  the  statute  must  be  strictly  com- 
plied with  or  the  right  will  be  permanently  lost.  Most  of  these  laws 
require  formal  notice  within  a  relatively  short  time  after  the  last 
work  is  done,  followed  by  the  filing  of  a  lawsuit  to  recover  the  money 


284  14:    INCOME   AND    CASH 

within  a  stated  time  after  notice.  A  typical  provision  is  one  that 
calls  for  the  filing  of  a  lien  within  30  days  after  notice  of  completion 
(or  within  90  days  after  the  last  work  on  the  job  if  there  has  been  no 
notice  of  completion)  followed  by  the  filing  of  suit  within  90  days  after 
notice  if  payment  is  not  received.  Therefore,  if  payment  is  not  re- 
ceived when  due  it  is  vital  that  the  contractor  consult  his  attorney 
immediately.  Otherwise  his  action  may  come  too  late  and  the  rights 
may  be  lost. 

The  statutes  differ  in  every  state,  and  the  state  statutes  differ  from 
the  Federal  Bond  Act  of  1935  (Miller  Act),  which  controls  work 
for  the  U.S.  government.  Also,  changes  are  frequent  both  in  the 
statutes  themselves  and  in  the  court  decisions  that  interpret  them. 
The  differences  include  not  only  the  time  within  which  action  must 
be  taken  but  also  the  specific  procedures  followed  and  the  extent  of 
the  protection  afforded.  This  means  that  it  is  unsafe  for  the  average 
contractor  to  proceed  without  the  help  of  his  attorney  and  that 
preferably,  in  choosing  his  attorney,  he  should  be  careful  to  select  one 
who  has  had  experience  with  construction  contractors'  problems. 
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General  and  Subsidiary  Ledgers 


A  record  of  any  one  transaction,  standing  alone,  is  not  likely  to 
mean  a  great  deal.  Its  meaning  increases  when  it  is  grouped  with 
other  transactions  of  the  same  kind.  For  example,  a  voucher  showing 
the  purchase  of  a  load  of  lumber  shows  when  it  was  bought,  from 
whom,  and  its  cost.  Grouped  with  all  other  purchases  of  material,  the 
same  voucher  gains  significance  as  a  part  of  the  total  cost  of  ma- 
terials. Broken  down  to  show  the  job  on  which  the  lumber  was  used, 
the  voucher  gains  still  more  meaning  as  a  part  of  the  material  cost 
of  a  specific  job.  Broken  down  further,  and  classified  by  the  actual 
use  to  which  the  lumber  was  put  on  the  specific  job,  it  becomes  a  part 
of  the  cost  detail  that  tells  the  contractor  whether  his  original  esti- 
mate was  right,  and  whether  some  aspect  of  a  job  is  being  run  as  effi- 
ciently as  it  should  be. 

One  of  the  principal  functions  of  accounting  records  is  to  group 
transactions  in  ways  that  will  provide  useful  information  to  those  who 
manage  the  business.  Stated  another  way,  every  figure  needed  by 
management  should  appear  as  the  balance  of  some  ledger  account.  For 
example,  it  is  important  to  know  the  total  amount  you  can  expect  to 
receive  from  your  customers  in  the  near  future,  and  so  you  have  a 
general  ledger  account  called  "Progress  payments  currently  due."  Or, 

285 


286     15:    GENERAL    AND    SUBSIDIARY   LEDGERS 

if  retained  percentages  are  not  significant,  you  may  just  have  an  ac- 
count called  "Trade  accounts  receivable"  or  "Amounts  due  from 
customers."  It  is  equally  (if  not  more)  important  to  know  specifically 
who  owes  you  the  money,  so  a  record  is  also  kept  of  the  amount  each 
customer  owes.  The  total  of  the  individual  customers'  accounts  must, 
of  course,  equal  the  amount  which  the  general  ledger  shows  as  being 
due  from  all  customers. 

To  the  experienced  bookkeeper  or  accountant  the  controlling  ac- 
count and  the  subsidiary  ledger  just  described  are  almost  too  ele- 
mentary to  mention,  and  the  accounts  receivable-customer's  ledger 
relationship  is  the  most  elementary  of  the  lot.  Still,  it  is  not  uncom- 
mon, among  construction  companies,  to  find  this  elementary  relation- 
ship being  ignored. 

For  example,  it  is  fairly  common  to  find  cash,  advanced  to  jobs  in 
progress,  treated  as  accounts  receivable  and  thrown  in  with  amounts 
due  from  customers.  This  treatment  is  especially  common  if  job 
accounting  is  decentralized.  Again,  it  is  not  uncommon  to  find,  in 
the  general  ledger,  an  account  called  "Equipment,"  which  has  been 
charged  with  a  wide  variety  of  capital  expenditures.  There  may  be  an 
equipment  ledger  showing  individual  pieces  of  equipment  and  what 
part  of  the  general  ledger  account  balance  applies  to  each  one.  In  a 
given  situation  such  treatment  may  be  entirely  proper,  but  there  is 
a  good  chance  that  it  is  costing  the  contractor  money  on  his  income 
tax  because  of  his  failure  to  provide  the  information  necessary  to 
claim  the  proper  amount  for  depreciation. 

Every  record  kept  and  every  figure  recorded  should  have  a  purpose. 
If  it  has  no  purpose,  the  cost  of  putting  it  down  is  wasted.  Therefore, 
when  deciding  what  accounts  to  have  in  the  general  ledger  and  which 
of  the  general  ledger  accounts  is  to  control  a  subsidiary  ledger,  it  is 
necessary  to  determine  the  use  to  which  the  information  will  be  put. 
Keeping  records  or  making  analyses  that  are  not  needed  just  because 
"somebody  might  ask  for  it"  is  an  expensive  precaution. 

For  that  reason,  whenever  an  accounting  system  is  being  designed  or 
reviewed,  the  need  for  each  general  ledger  account  and  each  subsidiary 
ledger  must  be  determined  in  terms  of  the  four  following  questions: 

1.  What  are  we  trying  to  accomplish  by  keeping  this  account  (or 
this  subsidiary  ledger)? 

2.  How  much  work  is  going  to  be  required;  and  is  that  work  justi- 
fied in  view  of  the  objective? 

3.  Do  we  have  any  well-defined  accounting  policies  and,  if  so,  does 
this  account  (or  subsidiary  ledger)  contribute  anything  to  carrying 
out  these  policies? 
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4.  Are  there  any  peculiar  job  conditions  that  require  the  particular 
accounting  treatment  that  this  account  (or  subsidiary  ledger)  pro- 
vides? 


COST  LEDGER 
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Fig.  15.1     Cost  ledger  sheet 

This  form  is  designed  for  hand  bookkeeping,  but  a  similar  form 
may  be  used  in  machine  systems. 


Account  classifications 

Because  the  needs  of  companies  in  the  same  industry  tend  to  be 
similar,  it  is  usual  to  find  more  or  less  standard  classifications  of 
accounts,  and  similar  terminology  in  use.  In  fact,  many  trade  associa- 
tions in  other  industries  have  promoted  the  use  of  standard  account 
classifications  for  their  industry  in  order  to  obtain  comparability  of 
industry-wide  statistics.  In  public  utilities  and  other  closely  regulated 
industries,  standard  classifications  and  terminology  are  even  required 
by  law  or  regulation.  Unfortunately,  no  standard  account  classifica- 
tion has  gained  general  acceptance  throughout  the  construction 
industry,  although  some  specialty  trades  have  designed  classifications 
to  fit  their  special  needs.  However,  when  building  for  public  utilities 
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and  similar  clients,  it  may  be  necessary  to  give  the  client  cost  figures  to 
fit  the  required  classifications. 

In  recent  years,  a  number  of  publishers  of  accounting  forms  have 
offered  so-called  "ledgerless"  systems  for  small  business  firms.  One  such 
system  was  published  by  the  Housing  and  Home  Finance  Agency 
under  the  title  "Record  Keeping  for  the  Small  Home  Builder."  x 

Such  systems  are  rarely  suitable  for  any  but  the  very  smallest 
operators,  and  rarely  make  adequate  provision  for  keeping  track  of 
the  cost  of  each  separate  job.  They  usually  provide  the  equivalent 
of  a  cash  receipts  and  disbursement  record  with  a  colum  for  each  ac- 
count. At  the  end  of  each  month  the  totals  of  the  columns  are  carried 
to  the  financial  statement  without  passing  through  a  ledger.  If  the 
operation  is  small  enough  to  minimize  the  need  for  accounting  as  a 
tool  of  management,  this  type  of  system  is  often  adequate.  When 
applicable,  most  ledgerless  systems  meet  the  minimum  requirements 
for  federal  income  tax  reporting.  The  best  way  for  a  contractor  to 
determine  when  he  has  outgrown  such  a  system  is  to  ask  himself  two 
questions:  (1)  How  often  do  I  need  financial  information  that  I  can- 
not get  from  the  books?  (2)  How  often  do  I  have  transactions  for 
which  the  books  make  no  provision? 

If  the  answer  to  both  questions  is  "rarely"  or  "never"  then  the  sys- 
tem is  still   adequate. 

Schedules  15.1-15.4  give  several  systems  of  classifications  of  accounts 
that  may  prove  useful  in  illustrating  the  arrangement,  numbering, 

Fig.   15.2   (opposite,  top)     General   ledger   sheet 

This  is  a  standard  11  X  14  in.  3-column  sheet  with  eight  analysis 
columns.  It  can  also  be  used  as  a  cost  ledger  with  breakdowns  for 
labor,  materials  and  supplies,  subcontracts,  equipment  rental,  job 
overhead,  and  so  on. 

Fig.   15.3   (opposite,   middle)     Accounts   receivable   ledger   sheet 

This  is  a  standard  11  X  11  in.  form. 

Fig.   15.4   (opposite,  bottom)     General   ledger   sheet 

This  is  a  standard  11  x  14  in.  3-column  sheet.  Similar  rulings  are 
available  in  various  sizes.  This  size  permits  a  considerable  amount 
of  explanation. 

1  This  system  may  be  purchased  for  $1.25  from  the  Superintendent  of  Documents, 
Government  Printing  Office,  Washington  25,  D.C. 
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and  terminology  commonly  used  by  construction  companies  in  their 
general  ledgers. 

A  medium-sized  general  contractor's  classification  is  shown  in 
Schedule  15.1.  Note  that  in  Account  70,  provision  is  made  for  unbal- 
ancing the  bid  or  the  payment  schedule  without  distorting  job  in- 
come (Chap.  4).  Note  too,  that  this  classification  may  be  expanded 
or  contracted  to  meet  the  needs  of  almost  any  size  company. 


SCHEDULE     15.1 /CLASSIFICATION     OF     ACCOUNTS     FOR     MEDIUM- 
SIZED  CONTRACTOR 

Adapted  from   a  form   designed    by  Robert  Morris  Associates,   the  National  Asso- 
ciation of  Bank  Loan  Officers  and  Credit  Men 

Assets 

Account 

No.  Account  name 

10  Petty  cash 

11  Cash  in  bank — general  disbursement  account 

12  Cash  in  bank — payroll  account 
13-19  Any  special  bank  accounts 

20  Notes  receivable  for  contracts  completed 

21  Accounts  receivable  for  contracts  completed 

(exclusive  of  retention) 

22  Amounts  due  on  uncompleted  contracts 

(a)  Approved  by  owner's  representative 

(b)  Subject  to  approval  by  owner's  representative 

(c)  Retention 

23  Retention  due  on  completed  contracts 

24  Labor,  materials,  equipment  rentals,  and  direct  overhead  charged 

to  jobs  and  not  included  in  any  amount  billed.  (This  account  is 
sometimes  called  by  other  names  such  as  "Earned  but  unbilled" 
or  "Company  estimate.") 

25  Inventory  of  materials  and  supplies  not  assigned  to  jobs  in  progress 

26  Deposits  for  bids  and  other  guarantees 

27  Stocks,  bonds,  and  special  assessment  obligations 

28  Other  security  investments 

29  Other  receivables 

30  Land  not  used  in  business 

31  Land  used  in  business 

32  Buildings 

32R  Reserve  for  depreciation  of  buildings 

33  Construction  machinery  and  equipment 

33R  Reserve  for  depreciation  of  construction  machinery  and  equipment 

34  Trucks  and  trailers 

34R  Reserve  for  depreciation  of  trucks  and  trailers 

35  Passenger  automobiles,  pickups,  and  jeeps 
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SCHEDULE 

(Cont.) 


15.1 /ACCOUNTS    FOR    MEDIUM-SIZED     CONTRACTOR 


Account 

No.  Account  name 

35R  Reserve  for  depreciation  of  passenger  automobiles,  pickups,  and 

jeeps 

36  Tools  (other  than  small  tools) 

36R  Reserve  for  depreciation  of  tools  (other  than  small  tools) 

37-39  Special  fixed  asset  groupings  and  related  reserves 

40  Prepaid  insurance  and  bonds 

41  Prepaid  taxes,  licenses,  and  fees 

42  Expense  advances  to  employees 

43  Expendable  tools  and  supplies 
44—45  Other  prepaid  expenses 

46  Deferred  bidding  expense 

47-48  Other  deferred  charges 

49  Other  assets 


Liabilities 


50 


51 

52 

53 


54 


55 

56 


57 


58 


Notes  payable  to  banks 

(a)  For  bid  deposits 

(b)  For  specific  jobs 

(c)  General  borrowing 

Accounts  payable  to  general  trade  creditors 

Accounts,   notes,   and   contracts   payable   for   equipment — current 

portion 
Amounts  withheld  from  employees  for  taxes 

(a)  Income  taxes  withheld 

(b)  F.  I.  C.  A.  taxes 

(c)  State  unemployment  taxes 
Accrued  taxes  payable 

(a)  Payroll  taxes 

(b)  Sales  and  use  taxes 

(c)  Property  taxes 

(d)  Income  taxes   (for  use  by  corporations  only) 

(e)  Other  taxes 
Accrued  insurance 

Due  to  subcontractors  on  uncompleted  contracts 

(a)  Current  billings 

(b)  Retentions 

Due  to  subcontractors  on  completed  contracts 

(a)  Current  billings 

(b)  Retentions 

Currently  due  to  officers  and  employees  (or  related  individuals  and 
firms) 


292        15:    GENERAL   AND    SUBSIDIARY   LEDGERS 

SCHEDULE    15.1 /ACCOUNTS    FOR    MEDIUM-SIZED    CONTRACTOR 

(Cont.) 

Account 
No.  Account  name 

59  Other  current  liabilities 

60  Noncurrent  portion  of  equipment  contracts 

61  Long-term  loans,  mortgages,  trust  deeds,  and  so  on 

62  Other  noncurrent  liabilities 

70  Reserve  for  unearned  income  to  date  on  uncompleted  contracts 

80  Contingent  liabilities    (memo  only) 

Net  worth 

90  Capital  stock    (if  corporation) 

Partners'  investments   (if  partnership) 

Owner's  investment   (if  single  proprietorship) 
95  Retained  earnings 

99  Personal  accounts   (if  partnership  or  proprietorship) 

Income  and  expense 

100  Job   revenue   taken   into   income    (individual   jobs  designated   by 

100.1,  100.2,  and  so  on) 

101  Job  costs  incurred  producing  job  revenue    (individual  jobs  desig- 

nated by  101.1,  101.2,  and  so  on) 

(a)  Labor 

(b)  Material 

(c)  Subcontracts 

(d)  Equipment  rental 

(e)  Overhead 

102  Equipment  rentals  earned 

103  Cost  of  equipment  ownership 

(a)  Depreciation 

(b)  Maintenance 

(c)  Taxes  and  licenses 

(d)  Insurance 

(e)  Rental  paid  to  others 

(f)  Other  costs 

105  Income  from  joint  ventures 

106  Fees  earned  on  cost-plus-fixed-fee  jobs 

107  Discounts  earned 

108  Income  from  surplus  and  salvage  sales   (net) 
109-119  Other  income  accounts  as  needed 
120-199  General  and  administrative  expenses 

121  Executive  salaries 

122,  Office  salaries  and  wages 
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SCHEDULE    15.1 /ACCOUNTS    FOR    MEDIUM-SIZED    CONTRACTOR 
(Cont.) 

Account 

No.  Account  name 

1 23  Insurance — general 

124  Taxes  and  licenses 

125  Repairs  and  maintenance 

126  Supplies  and  expendables 

127  Postage 

128  Telephone  and  telegraph 

129  Depreciation  on  office  and  engineering  equipment 

130  Rent   (or  comparable  ownership  costs)    and  utilities 

131  Automobile  expense — general  office 

132  Dues  and  subscriptions 

133  Advertising 

134  Travel  and  promotion 

135  Contributions 

136  Loss  on  bad  debts 

137  Interest 

199  Other  expenses 

In  a  business  large  enough  to  require  such  an  account  classification 
as  the  one  shown  in  Schedule  15.1,  it  would  be  usual  to  expect  sub- 
sidiary records  of  some  sort  on  accounts  21,  22,  23,  24,  33,  33R,  34, 
34R,  35,  35R,  52,  57,  58,  100,  101,  and  103.  All  of  these  might  not  be 
required;  on  the  other  hand,  others  might  also  be  needed. 

A  small  contractor's  classification  is  shown  in  Schedule  15.2.  This 
system  would  serve  the  purposes  of  a  small  general  building  con- 
tractor using  the  accrual  method. 


SCHEDULE    15.2/CLASSIFICATION   OF  ACCOUNTS   FOR   SMALL   CON- 
TRACTOR 

Assets 

Account 

No.  Account  name 

1  Petty  cash 

2  Cash  in  bank 

3  Due  from  customers — current 

4  Due  from  customers — retention 

5  Other  receivables 

6  Prepaid  insurance 

7  Small  tools  and  supplies 


294     15:    GENERAL    AND    SUBSIDIARY   LEDGERS 
SCHEDULE     15.2/ ACCOUNTS    FOR    SMALL    CONTRACTOR    (Cont.) 


Account 

No. 

Account  name 

8 

Other  prepaid  and  deferred  items 

9 

Machinery,  equipment,  automobiles,  and  trucks 

9R 

Reserve  for  depreciation 

10 

Other  assets 

Liabilities 

20 

Notes  payable 

21 

Trade  accounts  payable 

22 

Due  to  subcontractors 

23 

Withheld   from   employees   for   taxes    (with    analysis   column    for 

detail) 

24 

Payroll  taxes  accrued   (with  analysis  columns  for  detail) 

25 

Insurance  accrued 

26 

Other  accrued  expenses 

27 

Equipment  contracts  payable — current  portion 

29 

Other  liabilities — current 

30 

Long-term  liabilities 

Net  worth 

40 

Owner's  investment 

41 

Owner's  drawing  account 

Income 

50  Contract  revenue  on  completed  jobs   (Detail  by  jobs) 

51  Cost  of  jobs  completed    (Detail  by  jobs) 

(a)  Labor 

(b)  Materials 

(c)  Subcontracts 

(d)  Other  costs 

53  Discounts  earned 

54  Other  income 

60  Office  salary 

61  Office  supplies  and  postage 

62  Telephone  and  telegraph 

63  Taxes  and  licenses 

64  Insurance 

65  Repairs  and  maintenance 

66  Dues  and  subscriptions 

67  Contributions 

68  Advertising  and  promotion 

69  Automobile  and  truck  expense 
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Account 

No.  Account  name 

70  Rent  and  utilities 

71  Depreciation  on  office  equipment 

72  Interest 

79         Other  expense 

99         Overhead  distributed  on  jobs   (credit) 

Note  that  in  Schedule  15.2,  provision  is  made  to  distribute  all  over- 
head to  jobs.  This  procedure  need  not  be  followed  unless  it  is  par- 
ticularly desired.  If  accounting  were  on  a  cash  basis,  receivables  or 
payables  would  not  be  included. 

A  large  contractor's  classification  is  shown  in  Schedule  15.3.  This 
classification  of  accounts  is  more  extensive  than  that  used  by  many 
very  large  contractors.  It  is  useful  for  a  large,  diversified  general  con- 
tractor, and  provides  the  skeleton  for  a  very  comprehensive  and  de- 
tailed accounting  system.  Furthermore,  it  is  designed  so  that  it  can 
be  expanded  or  contracted  as  the  need  arises. 

SCHEDULE    15.3/CLASSIFICATION   OF  ACCOUNTS   FOR   LARGE   CON- 
TRACTOR 

A.     General  ledger  accounts 

100     Current  assets  and  prepaid  expenses 

101  Petty  cash 

102  General  disbursement  account 

103  Payroll  account 

104-109     Other  special  bank  accounts 

110     Billings  on  construction  contracts 

110.1  Current  billings  on  lump  sum  contracts 

110.2  Fees  billed  on  C.  P.  F.  F.  contracts 

110.3  Costs  billed  on  C.  P.  F.  F.  contracts 

110.4  Retained  percentages 
112     Other  accounts  receivable 

112.1  Due  from  employees 

112.2  Due  from  subcontractors 
112.9      Due  from  others 

115  Reserve  for  bad  debts 

116  Amounts  earned  but  unbilled  on  construction  work  in  progress 

117  Inventory  of  materials  and  supplies 

117.1  Warehouse  stock 

117.2  Machine  shop  parts  and  supplies 

117.3  Mess  hall  inventory 
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1 1 7.4  Commissary  inventory 

117.5  Camp  inventory 

118     Credits  to  inventory  for  outside  sales 

118.1  Sales  of  warehouse  stock 

118.2  Sales  of  machine  shop  parts  and  supplies 

118.3  Sales  of  mess  hall  inventory 

118.4  Sales  of  commissary  inventory 

118.5  Sales  of  camp  inventory 
130     Other  current  assets 

150  Prepaid  insurance 

(Subaccounts   for   each   policy   and    for   compensation    in- 
surance deposits) 

151  Employees'  expense  advances 

160  Deferred  charges — mobilization  costs 

160.1  Forms 

160.2  Access  roads  and  bridges 

160.3  Temporary  buildings 

160.4  Temporary  plant  installations 

160.5  Temporary  utility  installations 

160.6  Incoming  freight  on  plant  and  equipment 

160.7  Unloading,    assembling    and    preparation    of    equip- 

ment for  use 
160.9       Other  move-in  costs 

161  Deferred  charges — move -out  costs 

161.1  Disposal  of  forms 

161.2  Restoration  of  access  roads  and  bridges 

161.3  Removal  of  temporary  buildings 

161.4  Dismantling  temporary  plant 

161.5  Removing  temporary  utility  installations 

161.6  Outgoing  freight  on  plant  and  equipment 

161.7  Preparation  and  loading  out  equipment 
161.9       Other  move-out  costs 

162  Deferred  charges — performance  and  payment  bonds 
170    Mobilization  costs  amortized 

170.1  Forms 

170.2  Access  roads  and  bridges 

170.3  Temporary  buildings 

170.4  Temporary   plant   installations 

170.5  Temporary  utility  installations 

170.6  Incoming  freight  on  plant  and  equipment 

170.7  Unloading,    assembling,    and   preparation   of   equip- 

ment for  use 

170.8  Performance  bonds 

170.9  Other  move-in  costs 
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171     Move-out  costs  amortized 

171.1  Disposal  of  forms 

171.2  Restoration  of  access  roads  and  bridges 

171.3  Removal  of  temporary  buildings 

171.4  Dismantling  temporary  plants 

171.5  Removing  temporary  utility  installations 

171.6  Outgoing  freight  on  plant  and  equipment 

171.7  Preparation  and  loading  out  of  equipment 
171.9  Other  move-out  costs 

180     Expendable  tools  and  equipment 

180.1  Construction  tools 

180.2  Office   equipment 

180.3  Engineering  equipment 
200    Fixed  and  other  assets 

250  Equipment 

250.1  Construction  equipment 

250.2  Automobiles,  jeeps,  and  pickup  trucks 

250.3  Office  equipment 

250.4  Engineering  equipment 

251  Reserve  for  depreciation 

251.1  Construction  equipment 

251.2  Automobiles,  jeeps,  and  pickup  trucks 

251.3  Office  equipment 

251.4  Engineering  equipment 
290     Other  assets 

290.1  Utility,  transportation  and  tax  deposits 

290.2  Returnable  container  deposits 
300     Liabilities  and  proprietorship  equities 

305  Trade  accounts  payable 

306  Subcontractor  retained  percentages 
308    Accrued  payroll 

310  Payroll  taxes  accrued 

310.1  F.  I.  C.  A.  employer's  tax 

310.2  F.  U.  I.  employer's  tax 

310.3  S.U.I,  employer's  tax 

311  Amounts  withheld  from  employees  for  taxes  and  insurance 

311.1  F.  I.  C.  A.  employee's  tax 

311.2  Federal  income  tax  withheld 

311.3  State  income  taxes  withheld 

311.4  H&A  insurance — alternate  to  state 

312  Accrued  insurance  based  on  payrolls 

312.1  Workmen's  compensation 

312.2  General  liability 

312.3  Excess  liability 
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313     Other  state  and  local  taxes  accrued 

313.1  Sales  and  use  taxes 

313.2  City  and  county  business 

313.3  Real  and  personal  property  taxes 
330     Other  accrued  liabilities 

340     C.  P.  F.  F.  revolving  fund 
350     Unearned  revenue  deferred 
380     Capital  stock  (or  partners' 

capitals  or  proprietor's  equity) 
385     Retained  earnings  (unallocated) 

390  Advances  to  jobs 

390.1  Cash 

390.2  Other  assets 

391  Interest  and  overhead  reimbursement  from  jobs 

391.1  Interest 

391.2  Overhead 

392  Accumulated  earnings  on  jobs 

393  Withdrawals  from  jobs 

393.1  Advances 

393.2  Interest  and  overhead 

393.3  Accumulated  earnings 
500     Income  and  costs 

501     Contract  revenue 

501.1  Progress  billings  submitted 

501.2  Estimated  contract  revenue  earned  but  unbilled 
501.9       Revenue  deferred  to  compensate  for  unbalanced  bid 

(debit) 

505  Fees  earned  on  C.  P.  F.  F.  contracts 

506  Revenue  from  reimbursable  costs  on  C.  P.  F.  F.  contracts 

509  Revenue  from  services 

509.1  Repairs    and    maintenance    of    equipment    for    sub- 

contractors 

509.2  Repairs  to  rented  equipment  chargeable  to  owners 
509.9       Other  income  from  services 

510  Equipment  rentals  earned 

512     Allocated  materials  and  equipment  furnished  by  owner  on 

C.  P.  F.  F.  jobs 
520     Income  from  sales  of  fixed  assets 
540     Other  income 
551     Construction  costs — work  items 

551.1  Labor 

551.2  Materials 

551.3  Subcontracts 

551.4  Equipment  costs 

551.5  Other  direct  costs 


ACCOUNT    CLASSIFICATIONS  299 

SCHEDULE     15.3/ ACCOUNTS    FOR    LARGE    CONTRACTOR    (Cont.) 

551.7  Bonds — performance  and  payment 

551.8  Allocated  work  items 

551.9  Overhead  allocated 

555     Nonreimbursable   costs — C.  P.  F.  F.   jobs 

559  Cost  of  services  performed  for  others 

559.1  Cost  of  repair  and  maintenance  of  equipment  for 

subcontractors 

559.2  Repairs   to  rented  equipment  chargeable  to  owners 
559.9      Cost  of  other  services 

560  Costs  applicable  to  equipment  rented  to  others 

562  Reasonable  value  of  materials  and  equipment  furnished  by 

owner  on  C.  P.  F.  F.  jobs 

563  Reimbursable  costs  on  C.  P.  F.  F.  jobs 

570  Equipment  costs 

570.1  Rentals  paid  to  others 

570.2  Depreciation   on   owned   equipment 

570.3  Repairs  and  maintenance — labor 

570.4  Repairs   and   maintenance — materials   and   supplies 

570.5  Fuel  and  lubrication 

570.6  Taxes  and  licenses 

570.7  Insurance 

570.8  Distributable  costs 

570.9  Other  equipment  costs 

571  Equipment  costs  charged  to  work  items 
600     Bidding  expenses 

601     Estimating  salaries 

605     Bidding  expense  charged  by  joint  ventures  and  others 
800     Overhead 


801 

Salaries 

801.1 

Executive  and  supervisory 

801.2 

Engineering 

801.3 

Accounting  and  clerical 

801.4 

Warehouse 

802 

Stationery  supplies  and  expendable  equipment 

803 

Depreciation  on  office  and  engineering  equipment 

803.1 

Office  equipment 

803.2 

Engineering  equipment 

804 

Automobile  expense 

804.1 

Gas,  oil,  grease,  etc. 

804.2 

Tires  and  repairs 

804.3 

Depreciation 

804.4 

Insurance 

804.5 

Taxes  and  licenses 

804.6 

Other  auto  expenses 

805    Executive  and  employee  expense  accounts 
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806  Professional  services 

807  Rent 

807.1  Office,  etc. 

807.2  Equipment 

808  Telephone  and  telegraph 

809  Taxes 

809.1  Payroll  taxes  on  employer 

809.2  Property  taxes 

809.3  Business  licenses,  etc. 
809.9       Other  taxes 

810  Insurance  and  bonds 

810.1  Workmen's  compensation 

810.2  Public  liability  and  property  damage 

810.3  Equipment  floater 

810.4  Fidelity,  position,  and  forgery  bonds 

810.5  Performance,  payment,  and  bid  bonds 

810.6  Fire  and  comprehensive 

810.7  Builder's  risk 
810.9  Other 

812  Repairs  and  maintenance 

812.1  Office  and  engineering  equipment 

812.2  Building  and  grounds 

812.3  General  cleanup 

813  Postage 

814  Dues,   subscriptions,   contributions   and  local   advertising 

814.1  Dues  and  subscriptions 

814.2  Contributions 

814.3  Local  advertising 

815  Loss  on  bad  debts 

849  Miscellaneous  general  expense 

850  Commissary 

850.1  Sales  (credit) 

850.4  Other  commissary  revenue  (credit) 

850.5  Cost  of  sales  (debit) 

850.6  Salaries  and  wages  (debit) 

850.9  Depreciation — commissary  equipment  (debit) 

850.10  All  other  commissary  expense  (debit) 

851  Mess  Hall 

851.1  Sales  (credit) 

851.3  Received  from  subcontractors  (credit) 

851.4  Other  mess  hall  revenue  (credit) 

851.5  Cost  of  food  sold  (debit) 

851.6  Salaries  and  wages  (debit) 

851.7  Laundry  and  cleaning  (debit) 
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851.8  Expendable  supplies — amortization  (debit) 

851.9  Depreciation — mess  hall  equipment  (debit) 

851.10  All  other  mess  hall  expense    (debit) 

852  Camp 

852.2  Bunk  rentals  (credit) 

852.3  Received  from  subcontractors  (credit) 

852.4  Other  revenue  (credit) 

852.6  Camp  salaries  and  wages  (debit) 

852.7  Laundry  and  cleaning  (debit) 

852.8  Amortization — linen,  bedding,  etc.  (debit) 

852.9  Depreciation — camp  equipment  (debit) 

852.10  All  other  camp  expenses  (debit) 

853  First  aid 

853.3  Received  from  subcontractors  (credit) 

853.4  Other  revenue  (credit) 

853.6  Salaries  and  wages  (debit) 

853.7  Laundry  and  cleaning  (debit) 

853.8  Expendable  supplies  (debit) 

853.9  Depreciation — first  aid  equipment  (debit) 

853.10  All  other  first  aid  expenses  (debit) 

854  Residences 

854.2  Rentals  of  residences  furnished  employees  (credit) 

854.3  Received  from  subcontractors  (credit) 

854.4  Other  revenue  from  residences  (credit) 

854.6  Salaries  and  wages  (debit) 

854.7  Laundry  and  cleaning  (debit) 

854.8  Amortization  of  linens,  dishes,  etc.  (debit) 

854.9  Depreciation — residences  (debit) 

854.10  All  other  residence  expense  including  rent  (debit) 

855  Protection — guards  and  firemen 

855.3       Received  from  subcontractors  (credit) 

855.6       Salaries  and  wages  of  guards,  firemen,  etc.  (debit) 

855.8  Expendable  equipment  (debit) 

855.9  Depreciation — protection  equipment  (debit) 

855.10  All  other  protection  expense  (debit) 
890    All  other  income  and  expense 

899     Overhead  allocated  to  work  items 
B.     Cost  Accounts 

01  Direct  labor 

02  Materials 

03  Subcontracts 

04  Equipment  costs 

05  Allocated  work  items 

06  Overhead  allocated 
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On  each  job  there  is  a  cost  ledger  with  a  columnar  sheet  for  each 
work  item.  Each  of  these  job  site  ledgers  has  a  summary  controlling 
account  with  columns  for  each  of  these  items.  The  summary  of  these 
job  ledger  controlling  accounts  balances  with  the  corresponding  ac- 
counts in  the  main  office  general  ledger.  If  the  job  accounts  are 
centralized  the  situation  would  be  about  the  same  except  that 
the  job  cost  ledgers  could  be  controlled  directly  if  desired. 

A  decentralized  accounting  classification,  for  a  medium-sized  to 
large  job,  is  shown  in  Schedule  15.4.  If  the  jobs  keep  their  own  ac- 
counts, it  is  a  good  idea,  wherever  possible,  to  have  the  general  ledger 
account  numbers  in  the  job  ledger  identical  with  those  in  the  com- 
pany's general  ledger.  Note  that  in  this  classification  there  are  no 
reserves  for  depreciation  as  such.  Instead,  the  account  which  is 
credited  contra  to  the  charge  to  the  cost  accounts  for  equipment 
depreciation  is  called  "Depreciation  charged  to  job."  Note  too,  that 
this  classification  is  applicable  to  lump  sum,  unit  price,  or  cost-plus- 
fixed-fee  jobs.  Use  of  letters  combined  with  numbers  is  intended  to 
reduce  errors  in  account  designations  when  coding  accounting  data. 

SCHEDULE    15.4/CLASSIFICATION    OF   ACCOUNTS    FOR    DECENTRAL- 
IZED,  MEDIUM-SIZED   TO    LARGE   JOBS 

A.  Cash 

100  Office  cash  (petty  cash) 

101  Job  payroll  bank  account 

102  Job  general  bank  account 

B.  Receivables 

111  Progress  billings  approved 

112  Progress  billings  awaiting  approval 

113  Amounts  earned  but  unbilled 

114  Due  from  employees 

115  Miscellaneous  receivables 

116  Fees  (on  C.P.F.F.  jobs)  receivable 

117  Reimbursable  costs  billed 

118  Reimbursable  costs  unbilled 

119  Reimbursable  costs  accrued 

C.  Inventories 

120  Warehouse  inventories 

D.  Operations  of  job  site  shops  and  plants 
130     Shop  operations  cost 

.1  Labor 

.2  Materials 

.3  Cost  of  providing  job-owned  equipment 

.4  Equipment  rentals 
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.5     Supplies  and  small  tools 

.6     Subcontracts 

.7  Distributable  expense  (general  overhead) 
140  Shop  operations  charged  to  job  costs  (credit) 
150    Production  plant  operations  cost 

.1     Labor 

.2     Materials 

.3     Cost  of  providing  job-owned  equipment 

.4     Equipment  rentals 

.5     Supplies  and  small  tools 

.6     Subcontracts 

.7     Distributable  expense 
160     Cost  of  materials  produced  and  charged  to  job  costs  (credit) 

E.  Deferred  charges  and  other  assets 

170  Cost  of  temporary  structures  and  special  plant  charges 

180  Cost  of  temporary  structures  charged  to  job  costs  (credit) 

190  General  expense 

199  General  expense  distributed  to  job  costs  (credit) 

200  Refundable  deposits 
210  Returnable  containers 

220     Debit  items  held  in  temporary  suspense 

F.  Equipment  owned  by  the  job 

250     Cost  of  major  equipment  (items  costing  over  $1,000  each) 
252     Depreciation  on  major  equipment  charged  to  job  costs  (credit) 

260  Salvage  value  (15  per  cent)  of  cost  of  minor  equipment  . 

261  Depreciable  cost  of  minor  equipment 

262  Depreciation  on  minor  equipment  charged  to  job  costs  (credit) 

G.  Current  accounts  payable 

300  Vouchers  payable — general 

301  Amounts  currently  due  to  subcontractors 

302  Retained  percentages  due  to  subcontractors 

303  Advances  received  from  owner 

306  Group  insurance  premiums  deducted  from  payroll 

307  Charitable  contributions  deducted  from  payroll 

308  Payroll  savings  bond  deductions 

H.    Payroll  taxes — employee  deductions  and  employer  taxes 

310  Federal  income  tax  withheld 

311  State  and  local  income  tax  withheld 

312  Federal  Insurance  Contributions  Act  (Social  Security) 

313  F.I.C.A.  tax — employer's  tax 

314  State  unemployment  insurance  tax  withheld  from  employees 

315  State  unemployment  tax — employer's  tax 

316  Federal  unemployment  excise  tax 
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I.     Accrued  taxes  and  insurance 

320  Real  and  personal  property  taxes 

321  State  and  local  sales,  use,  and  excise  taxes 

322  State  and  local  excise  taxes,  licenses  and  fees 

325     Special  state  and  local  personal  taxes  (poll  taxes,  etc.) 

330  Workmen's  compensation  insurance 

331  Public  liability  and  property  damage  insurance 

332  Employer's  liability  and  occupational  disease  insurance 

333  Builder's  risk  insurance 
J.     Other  accrued  liabilities 

340  Accrued  payroll 

341  Accrued  utilities  and  power  bills 

345  Accrued  union  dues  deducted  from  payroll 

346  Accrued  union  health  and  welfare  fund  payments 

347  Accrued  medical  and  hospitalization  insurance 

349  Unclaimed  wages 
K.     Reserves 

350  Reserve  for  dismantling  and  move-out 

351  Reserve  for  major  repairs  and  reconditioning  of  equipment 

352  Reserve  for  seasonal  shut-downs 

353  Reserve  for  credit  items  held  temporarily  in  suspense 
L.     Deferred  credits  to  income 

360     Amounts  billed  to  owners  for  uncompleted  work 
M.    Head  office  equity  in  job 

370  Cash  advanced  to  job  by  head  office 

371  Excess    of    billings    for    completed    work    over   related    costs    (job 

operating  profit) 

375  Cash  repaid  to  head  office  (debit) 

376  Losses  chargeable  to  extraordinary  conditions    (debit) 

377  Amounts  charged  to  job  for  interest  on  advances  and  for  head 

office  overhead  (debit) 
N.     Operating  revenue  and  costs — lump  sum  and  unit  price  jobs 

400  Progress  billings  approved 

401  Progress  billings  awaiting  approval 

402  Amounts  earned  but  not  yet  billed 

405     Cost  of  contract  work  billed  or  billable 

409  Miscellaneous  contract  revenue 

O.     Operating  revenue  and  costs — cost-plus-fixed-fee  jobs 

410  Contractor's  fee 

411  Reimbursable  costs 

412  Allocated  materials  and  equipment  furnished  by  client 
415     Nonreimbursable  costs 

P.     Nonoperating  revenue  and  costs 

420  Equipment  rentals 

421  Costs  chargeable  to  equipment  rental  income 
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425  Gain  or  loss  on  sales  of  equipment 

426  Gain  or  loss  on  sales  of  surplus  materials  and  scrap 

427  Undistributed  equipment  operations  cost 
.1     Operating  labor 

.2     Repair  and  servicing  labor 

.3     Repair  parts 

.5     Outside  repairs  and  other  repair  costs 

.6    Fuel,  oil,  grease,  power 

.7     Other  supplies  and  costs 

(Note:  All  equipment  operating  costs  are  charged  to  Account 
427  and  are  allocated  to  appropriate  cost  accounts  on  an  hourly 
basis.  Any  undistributed  balance  may  remain  in  Account  427 
or  may  be  transferred  to  general  expense.) 
450     Miscellaneous  gains  and  losses 


Integration  of  subsidiary  records 


Using  the  general  ledger  account  classification  in  Schedule  15.4  as 
a  basis,  the  integration  of  subsidiary  records  is  illustrated  below. 

The  subsidiary  ledger  for  account  C120,  "Warehouse  inventory," 
might  contain  such  items  as  the  following: 


CI 201     Acoustical  tile 

1202  Aggregate     and    sand — pur- 

chased 

1203  Blocks — concrete   and  pum- 

ice 

1204  Brick — red,  fire,  concrete 

1205  Bolts,  nuts,  and  screws 

1206  Cable 

1207  Camp    supplies   and    equip- 

ment 

1208  Cement 

1209  Chimney  tile 

1210  Conduit  and  fittings 

1211  Doors,  frames,  and  hardware 

1212  Drilling  supplies  and  equip- 

ment 

1213  Electrical  supplies  and  equip- 

ment 

1214  Fuel,  oil  and  grease 

1215  Hardware — form,  rough,  mis- 

cellaneous 


1216  Lumber — rough,  finish,  and 

moulding 

1217  Masonry  and  plastering  sup- 

plies 

1218  Miscellaneous  stores 

1219  Nails 

1220  Painting  and  glazing   mate- 

rials 

1221  Plumbing,  heating,   and   air 

conditioning  materials  and 
supplies 

1222  Powder,    caps    and    blasting 

supplies 

1223  Roofing  and  sheet  metal  ma- 

terials and  supplies 

1224  Small  tools 

1225  Steel — reinforcing 

1226  Steel — structural,     shop     re- 

pair, tool,  etc. 

1227  Tile — asphalt,    glazed,    clay, 

cement 
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1228  Tires  and  tubes 

1229  Welding  supplies 

1230  Window  sash,  frames  and  fit- 

tings 

1231  Commissary  supplies 

1232  Mess  hall  supplies  and  equip- 

ment 


SUBSIDIARY 

1233 


LEDGERS 


1298 


1299 


Camp  and  bunk  house  sup- 
plies and  equipment 

Repair  parts  (with  subac- 
counts for  each  part) 

Permanent  materials  (not 
shown  above) 


The  job  may  not  be  large  enough  to  require  more  than  one  or 
two  shops,  so  that  Account  130  would  need  no  subsidiary  accounts. 
On  the  other  hand  there  might  be,  on  a  particular  job,  any  or  all  of 
the  following: 


D1301     Automobile  and  truck  repair  1306 

shop  1307 

1302  Blacksmith  shop 

1303  Concrete  testing  laboratory  1308 

1304  Electrical  shop 

1305  Machine  and  equipment  re-  1309 

pair  shop 


Paint  shop 

Planing  mill  and  wood- 
working shop 

Plumbing,  heating,  and  sheet 
metal  shop 

Tire  and  battery  shop 


Similarly,  a  large  job  might  produce  its  own  aggregate,  or  batch  its 
own  concrete,  but  it  is  unlikely  that  more  than  one  or  two  plants 
would  be  covered  by  Account  150.  If  there  were  only  two  or  three 
plants  they  could  be  covered  by  Accounts  150,  151,  and  152.  This 
method  could  work  for  as  many  as  ten  plants,  which  would  be  more 
than  even  the  average  large  job  would  require.  However,  if  more 
were  needed  there  could  be  a  subsidiary  ledger  controlled  by  ac- 
count number  150  with  the  numbers  starting  at  1501  and  going 
through  1599. 

Account  170,  "Cost  of  temporary  structures,"  may  require  a  sub- 
sidiary ledger,  but  not  if  there  is  only  a  small,  removable  job  office 
or  a  tool  shack;  or  if  the  cost  is  not  too  great  in  relation  to  the  whole 
job,  since  all  temporary  structures  must  be  written  off  during  the  life 
of  the  job.  If  some  temporary  structures  are  a  charge  against  the  job 
as  a  whole,  whereas  others  affect  only  certain  work  items,  it  may  be 
necessary  to  have  a  subsidiary  ledger  controlled  by  Account  170.  Some 
of  the  accounts  such  a  ledger  might  be  expected  to  contain  are: 


1701 

Job  office  building 

1708 

Paint  shop 

1702 

Warehouse 

1709 

Planing     mill      and     wood- 

1703 

Auto  and  truck  repair  shop 

working  shop 

1704 

Blacksmith  shop 

1710 

Plumbing,   heating,   and   air 

1705 

Laboratory 

conditioning  shop 

1706 

Electrical  shop 

1711 

Tire  and  battery  shop 

1707 

Machine  and  equipment  re- 

1712 

Commissary 

pair  shop 

1713 

Mess  hall 
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1714 

Bunk  houses 

1729 

Crushing      and      separation 

1715 

Residences 

plant 

1716 

Hospital  and  first  aid  build- 

1730 

Aggregate  plant 

ings 

1731 

Asphalt  plant 

1717 

Garages 

1732 

Asphalt  storage 

1718 

Gasoline  station 

1733 

Concrete  batch  plant 

1719 

School 

1734 

Cement  storage 

1720 

Powder  house 

1735 

Crane  and  cableways 

1721 

Electrical  generator  house 

1736 

Concrete  placing  structures 

1722 

Compressor  building 

1737 

Refrigerator  plant 

1723 

Time  shacks 

1738 

Dewatering  system 

1724 

Trailer  camp 

1739 

Water  storage  and  distribu- 

1725 

Site   grading 

tion 

1726 

Access  and  camp  roads  and 

1740 

Electrical  generators  and  dis- 

bridges 

tribution  system 

1727 

Maintenance    of    access    and 

1790 

Plant  move-in  and  erection 

camp  roads  and  bridges 

1791 

Plant     move-out     and     dis- 

1728 

Air  production  plant 

mantling 

Each  of  these  accounts  would  have  the  following  breakdown: 


.1     Labor 
.2     Materials 

.3     Cost     of     providing     job-owned 
equipment 


.4  Equipment  rentals 

.5  Supplies  and  small  tools 

.6  Subcontracts 

.7  Distributable  expense 


The  next  account  that  would  be  likely  to  require  a  subsidiary 
ledger  is  Account  190,  "General  expense."  There  are  a  good  many 
ways  in  which  the  accounts  in  this  ledger  might  be  shown  and  segre- 
gated, for  example: 

Heat,  light,  fuel,  and  janitor 

service 
Travel  expense — operational 
Mobilization  travel 
Employee  transportation 
Contributions 
Promotion,       entertainment, 

and  advertising 
Bank  charges 

Head  office  interest  and  over- 
head 
Licenses,  taxes,  permits,  and 

fees 
Gain  or  loss  on  commissary 
Gain  or  loss  on  mess  hall 
Gain  or  loss  on  camp  opera- 
tion 


E1901 

Salaries  and  wages 

1923 

1902 

Supplies      and     expendable 

equipment 

1924 

1903 

Rent 

1925 

1904 

Maintenance  and  repairs 

1926 

1905 

Photography   and   reproduc- 

1927 

tion 

1928 

1906 

Automobile    and    truck    ex- 

pense 

1929 

1907 

Depreciation   (or  equipment 
rental) 

1930 

1908 

Surety  bond  premiums 

1931 

1909 

Outside  professional  services 

1910 

Radio  communications 

1941 

1921 

Insurance    (other  than  pay- 

1942 

roll) 

1943 

1922 

Telephone  and  telegraph 
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1944  Gain  or  loss  on  residence  and         1980     Cash        discounts        earned 

trailer  camp  (credit) 

1945  Cost  of  free  meals  furnished         1990     Miscellaneous     general     ex- 

in  mess  halls  pense 

Some  of  the  larger  companies  that  keep  more  extensive  segregations 
will  have  further  breakdowns  within  the  accounts.  For  example, 
Accounts  El 901  to  E1919  might  have  the  following  breakdown  on 
the  ledger  sheet: 

.1     Management  and  supervision  .4  Labor  relations  and  safety 

.2     Engineering  .5  Plant     protection — guards     and 

.3     Accounting,       warehouse,       pur-  firemen 

chasing,  and  payroll  .9  All  other 

Accounts  E1941  to  E1949  might  have  the  following  breakdown: 

.1     Operating  labor  .5     Cost    of    commodity    or    service 

.2    Supplies  and  expense  sold 

.3     Plant  amortization  .6     Revenue  from  sales  of  commodity 

.4    Equipment       depreciation       or  or  service 

rental  .7     Gain  or  loss  transferred  to  con- 

trol account 

Account  F250,  "Cost  of  major  equipment,"  and  Accounts  F260 
and  F261  covering  the  cost  of  minor  equipment,  would  have  sub- 
sidiary ledgers  according  to  individual  units  or  types  of  assets  depend- 
ing upon  the  system  in  use.  Of  course  the  related  reserves  for  deprecia- 
tion in  Accounts  F252  and  F262  would  appear  on  the  same  ledger. 
Visible-index  ledgers  are  useful  for  the  equipment  ledgers. 

Normally,  the  open  file  of  vouchers  payable  gives  adequate  support 
to  the  vouchers  payable  account.  Subcontractors'  accounts,  on  the 
other  hand,  if  there  are  more  than  two  or  three,  should  be  kept  in  a 
subcontractors'  ledger  (Fig.  11.2).  In  this  account  classification,  the 
amount  in  Account  G301  would  equal  the  total  of  all  the  amounts  cur- 
rently due  subcontractors  as  shown  on  the  individual  ledger  sheets.  In 
the  same  way,  Account  G302  would  control  the  retained  percentages 
shown  by  the  individual  subcontractor  accounts. 

Account  G308,  "Withheld  for  payroll  savings  bonds,"  would  require 
a  subsidiary  ledger  in  the  name  of  each  employee  from  whom  money 
had  been  withheld  and  for  whom  bonds  had  not  yet  been  purchased. 

The  most  important  subsidiary  ledger  of  all  is  the  job  cost  ledger, 
which  is  made  up  of  the  various  work  items  and  controlled  by  Ac- 
count N405.  Illustrations  of  the  types  of  accounts  which  might  be 
found  in  this  ledger  are  given  in  Chap.  4.  Often  the  job  cost  ledger 
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will  contain  a  column  to  show  how  much  of  the  contract  price  has 
been  taken  into  income  for  each  work  item.  This  income  might  be 
broken  down,  as  it  is  in  the  general  ledger,  among  Accounts  N400, 
N401,  and  N402.  As  a  practical  matter,  it  is  better  to  use  only  the 
account  with  approved  progress  billings  (in  this  classification,  Ac- 
count N400)  as  the  controlling  account,  and  to  establish  the  unap- 
proved and  unearned  balances  by  journal  entry  at  the  end  of  each 
month.  At  the  first  of  the  next  month,  they  are  reversed  and  posted  in 
the  usual  way  and  there  is  no  duplication.  The  figures  shown  on  the 
combined  statement  of  costs  and  revenues  (Chap.  16)  as  earnings  for 
the  month  will  usually  consist  of  the  billings  awaiting  approval,  plus 
the  amounts  earned  but  unbilled,  plus  (or  minus)  any  adjustments 
made  when  the  unapproved  billings  from  the  preceding  month  were 
approved.  The  "job-to-date"  figures  of  the  statement  of  costs  and 
revenue  will  be  the  total  of  all  three  accounts  (in  this  illustration, 
Accounts  N400,  N401,  and  N402)  broken  down  into  the  individual 
work  items  to  which  they  apply. 

Location  of  records:  In  a  fully  centralized  system  all  the  ac- 
counts, including  both  the  general  and  subsidiary  ledgers,  will  be  kept 
in  the  general  office.  In  a  fully  decentralized  system  the  general  ledger 
for  the  job  and  all  the  subsidiary  records  would  be  kept  in  the  job 
office,  and  the  company's  general  ledger  kept  in  the  head  office  will 
show  only  the  company's  net  investment  in  the  job,  represented  in 
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Schedule  15.4  by  accounts  in  Section  M  (370,  371,  375,  376,  and  377). 
In  a  hybrid  system  it  is  not  uncommon  to  find  the  general  ledger 
kept  in  the  head  office,  and  the  subsidiary  ledgers  kept  at  the  job 
site.  If  a  job  is  large  enough  to  require  any  substantial  amount  of 
job  site  accounting,  this  method  makes  fairly  good  sense  because  it 
is  at  the  job  site  that  the  detail  is  most  likely  to  be  used. 

Investment:  Often  the  investment  in  the  job  will  be  treated  as 
a  receivable  in  the  head  office  accounting.  This  treatment  is  based 
on  the  theory  that  improvements  to  real  property  belong  to  the  land- 
owners. Hence  the  company's  asset  is  more  like  a  receivable,  secured 
by  lien  rights,  than  an  inventory  item. 

Treatment  of  investments  in  jobs  as  an  inventory  item  is  more  in 
keeping  with  the  general  accounting  concept  that  the  company  is 
selling  a  completed  job  to  the  owner.  This  treatment  has  the  ad- 
vantage of  representing  the  position  of  a  going  concern  somewhat 
more  accurately  than  the  receivable  treatment,  although  admittedly 
not  quite  so  accurately  from  a  liquidating  viewpoint.  Actually  it  makes 
little  difference  which  theory  is  followed  so  long  as  the  nature  of  the 
item  is  clearly  described  in  the  account  title. 

A  third  method  is  to  treat  the  investment  in  jobs  as  an  investment. 
This  is  rarely  an  appropriate  treatment.  The  very  term  "investment" 
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implies  that  the  item  is  unrelated  to  operations,  so  that  the  result  of 
such  treatment  is  often  misleading.  One  exception  to  this  characteriza- 
tion might  be  cash  contributed  to  a  joint  venture  that  is  expected  to 
continue  for  a  considerable  period. 

Forms:  Illustrated  are  a  number  of  sample  forms  for  the  general 
ledger  and  subsidiary  ledgers  (Fig.  15.1-15.7)  with  comments  on  when 
and  how  they  are  used.  The  ones  shown  here  are  all  designed  to 
be  hand-kept,  as  are  most  of  the  ledgers  used  by  construction  com- 
panies. Forms  for  use  with  bookkeeping  machines  are  shown  in  Chap. 
22,  which  discusses  machine  accounting  in  detail. 

A  ledger  need  not  take  the  form  of  a  book.  It  can  be  a  tub  of  cards 
like  those  used  with  bookkeeping  machines,  or  a  box  or  tray  of  cards 
(Fig.  9.3,  15.5).  These  cards  illustrate  a  type  of  subsidiary  ledger  that 
reports  units  without  specific  cash  reference.  Supported  by  occasional 
physical  inventories,  they  provide  important  management  informa- 
tion without  the  cost  usually  associated  with  perpetual  inventories. 
If  there  are  as  many  as  100  accounts  in  a  ledger,  particularly  a  sub- 
sidiary ledger,  it  may  pay  to  use  some  visible-index  system  (Fig.  15.6, 
15.7). 
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Financial  and  Cost  Reporting 


It  is  the  purpose  of  financial  and  cost  statements  to  group  signifi- 
cant facts  in  such  a  way  that  the  person  reading  them  can  form  an 
accurate  judgment  of  the  financial  condition  of  the  company  and  the 
results  of  its  operations.  In  the  past,  there  has  been  a  tendency  to 
group  the  figures  on  construction  company  statements  in  the  same 
way  that  they  are  grouped  on  the  statements  of  a  manufacturing  com- 
pany, and,  in  general,  to  interpret  the  results  as  if  they  were  the  re- 
sults of  a  manufacturing  process.  To  some  extent,  construction  is 
like  manufacturing,  but  the  differences  between  the  two  are  im- 
portant enough  so  that  accounting  statements  prepared  and  in- 
terpreted by  manufacturing  standards  are  seriously  misleading. 

For  example,  the  amounts  due  from  customers  of  most  manufac- 
turers represent  the  selling  price  of  goods  sold  and  shipped.  Except 
for  the  usual  proportion  of  bad  and  slow  accounts,  they  may  reason- 
ably be  expected  to  be  converted  into  cash  in  from  30  to  90  days.  The 
amounts  currently  due  from  a  contractor's  customers  may,  in  some 
respects,  be  more  like  loans  than  sales  because  the  right  to  keep  the 
money  is  often  contingent  upon  completing  the  job  at  a  profit.  Then, 
too,  some  part  of  the  receivables  of  a  contractor  may  be  retained  per- 
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centages  that  may  not  be  collectible  for  many  months,  and  possibly, 
on  some  jobs,  for  several  years. 

Another  example  of  this  distinction  is  the  treatment  of  inventories. 
In  manufacturing,  inventories  are  owned  by  the  company,  and  on 
liquidation  constitute  an  asset.  In  construction,  the  only  true  inven- 
tories are  materials,  parts,  and  supplies  that  have  not  yet  been  ap- 
plied to  a  contract.  The  biggest  item  is  work  in  process,  and  since  this 
usually  consists  of  improvement  to  someone  else's  land,  it  cannot  be 
owned.  On  liquidation,  jobs  in  process  may  be  a  liability  instead  of  an 
asset.  On  the  other  hand,  once  completed,  the  value,  even  on  liquida- 
tion, is  more  firmly  fixed  because  of  lien  laws  (on  private  work)  and 
bonding  laws    (on  public  work). 

Another  important  difference  is  in  the  net  profit  figure.  Even  with 
such  refinements  as  last-in,  first-out  inventory  valuation  and  replace- 
ment-cost depreciation,  the  computation  of  profit  on  manufacturing 
operations  is  fairly  well  standardized.  In  construction,  there  may  be 
profits  based  on  the  so-called  "cash  basis"  method  of  accounting,  or 
on  the  so-called  "straight  accrual"  method,  or  on  the  "completed- 
contract"  or  "percentage-of-completion"  variations  of  the  accrual 
method.  In  any  particular  company,  especially  if  joint  ventures  are 
involved,  it  is  possible  to  find  some  parts  of  the  final  profit  figure  ar- 
rived at  by  each  of  these  methods. 

Financial  statement  ratios  also  differ.  One  of  the  most  important 
factors  in  the  analysis  of  a  construction  company's  statements  is  the 
amount  of  uncompleted  work  under  contract,  and  its  ratio  to  net 
working  capital  and  to  total  net  worth.  In  a  manufacturing  company's 
statement,  the  total  backlog  would  be  interesting  but  not  vital. 

Management 

It  is  to  be  expected  that  the  most  detailed  use  of  a  company's  finan- 
cial statements  will  be  made  by  the  management  of  the  company  itself. 
For  example,  aggressive  management  will  use  the  financial  state- 
ments as  a  starting  point  for  planning  the  company's  operation  many 
months  in  advance.  Individual  jobs  will  be  analyzed  to  see  when  the 
money,  the  personnel,  and  the  equipment  committed  to  them  may  be 
released.  On  the  basis  of  that  analysis,  management  will  look  at  the 
jobs  being  offered  for  bid  to  see  which  ones  should  be  bid,  and  how 
small  a  margin  of  profit  the  company  is  willing  to  accept  to  win  them. 

Management  will  also  consider  the  effect  of  the  statements  on  bor- 
rowing and  bonding  capacity,  and  determine  what  its  policies  will 
be  on  those  aspects  of  its  financing.  Management  will   be  seeking 
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answers,  in  the  financial  statements,  to  questions  of  the  effects  of  the 
company's  policies  on  such  matters  as  subcontracting  and  the  owner- 
ship of  equipment. 

Whenever  past  performance  provides  a  basis  for  present  policies 
and  future  planning,  sound  management  will  start  with  its  financial 
statements.  A  number  of  examples  of  how  this  procedure  is  followed 
is  given  in  Chap.  2.  Here  emphasis  is  given  to  the  form  that  the 
financial  reports  take. 

Some  contractors  still  express  a  mild  form  of  contempt  for  the 
"paper  mill"  (the  office)  and  its  products.  These  are  the  contractors 
who  boast  that  they  can  "guess  closer  than  those  clerks  can  figure." 
They  are  also  the  contractors  who  curse  the  "stupidity"  of  their  esti- 
mators when  they  lose  money  on  a  job  and  who  call  their  bankers 
and  bondsmen  "shortsighted"  when  they  refuse  to  underwrite  the  con- 
tractor's less  fortunate  guesses. 

In  this  chapter  several  typical  statement  forms  and  their  supporting 
schedules  are  illustrated.  Of  particular  interest  is  the  form  released  by 
Robert  Morris  Associates  (Fig.  16.1).  There  are  very  few  contractors 
who  could  not  improve  their  statements  by  incorporating  into  their 
own  financial  reporting  some  of  the  principles  of  statement  structtire 
illustrated  in  that  form. 


Bankers  and  bonding  companies 

Contracting  is,  at  best,  a  risky  business,  and  it  usually  involves  large 
sums  of  money.  For  these  reasons  alone,  many  banks  and  some  surety 
companies  have  been  reluctant  to  lend  money  to  contractors  or  to 
bond  their  jobs.  As  one  banker  puts  it:  "There  are  too  many  things 
that  can  go  wrong;  too  few  contractors  who  know  anything  about 
banking;  and  too  few  accountants  who  know  anything  about  either 
construction  or  banking." 

In  recent  years  there  has  been  a  considerable  effort  on  the  part  of 
the  professional  and  trade  associations  serving  the  accounting  profes- 
sion, the  banks,  the  surety  companies  and  the  contractors  to  reach  a 
common  understanding.  Typical  of  these  efforts  are  the  following: 

1.  Release  by  the  American  Institute  of  Certified  Public  Account- 
ants of  its  Accounting  Research  Bulletins  43  (dealing  with  account- 
ing for  cost-plus-fixed-fee  construction  contracts)  and  45  (dealing  with 
methods  of  accounting  for  long-term  contracts).  These  bulletins  are 
quoted  in  Chap.  2. 

2.  The  release  by  Robert  Morris  Associates  of  a  standard  form  (Fig. 
16.1) — "Contractor's  financial  statement  and  supporting  information." 
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CONTRACTOR'S  FINANCIAL  STATEMENT  INDIVIDUAL         0 

AND  SUPPORTING  INFORMATION  PARTNERSHIP      Q 

CORPORATION  D 
For  the  purpose  of  procuring  and  maintaining  credit  from  time  to  time  in  any  form  whatsoever  with  the  below  named  Bank,  for  claims  and  dc 
mands  against  the  undersigned,  the  undersigned  submits  the  following  as  being  a  true  and  accurate  statement  of  its  financial  condition  on  the 
following  date,  and  agrees  that  if  any  change  occurs  that  materially  reduces  the  means  or  ability  of  the  undersigned  to  pay  all  claims  or  demands 
against  it,  the  undersigned  will  immediately  and  without  delay  notify  the  said  Bank,  and  unless  the  Bank  is  so  notified  it  may  continue  to  rely 
upon  the  statement  herein  given  as  a  true  and  accurate  statement  of  the  financial  condition  of  the  undersigned  as  of  the  close  of  business  on 
the  date  6et  forth  in  the  following  line. 


Statement  Date. 


-19 Submitted  To_ 


Date  Statement  Signed- 


Sabmitted  By_ 
-19 Signature 


EXHIBIT  A:   BALANCE  SHEET    (OMIT  CENTS  IN  ALL  EXHIBITS  AND  SCHEDULES) 
1.     Cash  (Excluding  Items  in  Line  S) —  -  ■ 


2.    Notes  Receivable  for  Contracts  Completed- 


Accounts  Receivable  for  Contracts  Completed  (EzcL  Retainage)- 
Amounts  Due  on  Uncompleted  Contracts: 

(a)  Approved  by  Engineers  or  Architects  

(b)  Subject  to  Approval  of  Engineers  or  Architects... 

(c)  Retainage    ... 


-SCH.  (B) 
-SCH.  (A) 
-SCH.  (A) 


-EXH.  (C) 
-EXH.  (C) 
-EXH.  (C) 


1.    Retainage  Due  on  Contracts  Completed- 


6.  Labor,  Material  and  Direct  Overhead  Charged  to  Jobs  (Not  Included  Above)- 

7.  Inventory  Not  Applicable  to  Contracts  in  Progress  

8.  Deposits  for  Bids  and  Other  Guarantees 


9.     Stocks,  Bonds  and  Special  Assessment  Obligations  Received  in  Payment  of  Contracts  Completed 

or  Uncompleted  ...  .  .  .    .  ■      . 

10.  Other  Security  Investments ...  .  ... 

11.  Other  Receivables 


-SCH.  (C) 
-SCH.  (C) 


I J      I  12.     Land  and  Buildings — Mot  Used  in  the  Business — Lea  Reserve  Per  Depreciation— 


. — Used  in  the  Business — Leu  Reserve  For  Depreciation- 
Machinery,  Equipment,  Vehicles,  etc  (Net)  

Deferred  Charges  and  Prepaid  Expense . 

Other  Assets 


-SCH.  (D) 
-SCH.  (D) 
-SCH.  (E) 


TOTAL  ASSETS 


17.    Notes  Payable  to  Banks— For  Bid  Checks.. 
— Other-. . 


18.  Accounts  and/or  Notes  Payable  for  Equipment 

19.  Advances  or  Loans  From  Officers,  Partners,  Friends  or  Relatives- 

20.  Accounts  Payable  for  Material  Purchases 

21. 
22. 


-SCH.  (B) 
-SCH.  (B) 
-SCH.  (E) 


Accrued  Expenses  Other  Than  Federal  Income  Taxes 

Federal  Income  Taxes — Due  t Accrued  S- 


23.    Due  to  Sub-Contractors — On  Uncompleted  Contracts- 


-EXH.  (C) 


—On  Completed  Contracts- 


Mortgage  on  Real  Estate  (Amount  Due  in  Next  12  Mos.  $- 
Other  Liabilities* 


_)_- 


-SCH.  (D) 


26. 


TOTAL  Lines  17  Thru  26- 

27.  Reserve  for  Unearned  Income  OR  Profit  or  Loss  to  Date  on  Uncompleted  Contracts- 

28.  Preferred  Stock  Outstanding  (Par  Value  $ ) 


-EXH.  (C) 


29.  Common  Stock  Outstanding  (Par  Value  t 

30.  Earned  Surplus  (Net  Worth  if  Not  a  Corporation).. 

31.  Capital  Surplus  .  .     .- 


— EXH.  (B) 


TOTAL  Lines  28  Thru  31- 


TOTAL  LIABILITIES 


•See  SCH.  (H)  For  Contingent  "Liabilities. 
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Fig.  16.1      Contractor's  financial  statement  and  supporting  information 

Robert  Morris  Associates  form  can  be  used  by  most  contractors. 
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EXHIBIT  B:  PROFIT  AND  LOSS  STATEMENT  From- 
1.     Contracts  Completed  During  Period 


.19- 


Less — Direct  Costs  Including  Material,  Labor,  Job  Overhead  and  Sub-Contractt- 
Crou  Profit  on  Contracts  Completed 
Other  Income 


Total  Income- 


6.    Less — General  and  Administrative  Expense- 


Interest  Paid  J  • 


-Other  Expense  i- 


Provision  for  Federal  Income  Taxes- 
Net  Profit  or  Loss 


10.  Add — Earned  Surplus  (Net  Worth  it  Not  a  Corporation)  at  Beginning  of  Period- 

11.  Adjustments  (Net)  $ Dividends  or  Withdrawals  $ 

12.  Earned  Surplus  (Net  Worth  if  Not  a  Corporation)  at  Close  of  Period 

Memo:    Depreciation  Included  in  Above  Expenses 


EXHIBIT  C:  CONTRACTS  IN  PROGRESS  {  }££  |}J  £™  <<>  *%£  «  gtMp* 

Note:    Page  Three  contains  a  spread  of  the  individual  uncompleted  contract! 
making  up  the  grand  total  in  the  column  to  the  right. 

1.    TOTAL  CONTRACT  PRICE 

COSTS  TO  DATE: 


(A)     Labor- 


(B)    Material- 


(C)  Direct  Overhead  Charged  to  Contract  to  Date- 

(D)  Paid  to  Sub-Contractors  to  Date 

(E)  Owing  to  Sub-Contractors  .                     — 
(F) 


Total  Items  (A)  Thru  (F)- 
ESTIMATES  RECEIVED  OR  DUB: 
(G)     Approved  Draws  Received——— 


(H)     Due  and  Subject  to  Draw  Pending  Architect's  or  Engineer's  Approval- 
(I)       Retainage  on  (G)  and  (H) 

0) ! 


Total  Items  (G)  Thru  (J)- 


3. 

4.    PROFIT  OB  LOSS  TO  DATE  (Total  of  Line  2  Minus  Total  of  Line  3). 


CONTRACT  BALANCE  TO  BE  COMPLETED  AFTER  STATEMENT  DATE- 
ESTIMATED  COST  TO  COMPLETE  CONTRACT: 

(K)     Labor i. 

(L)     Material 


(M)     Direct  Ovcrhead- 


(N)     Let  or  to  Be  Let  to  Sub-Contractors- 
(O) 


Total  Items  (K)  Thru  (O).. 


ESTIMATED  DRAWS  ON  CONTRACT  BALANCE  (Including  Retainage) 

ESTIMATED  PROFIT  OR  LOSS  ON  CONTRACT  BALANCE  (Total  of  Lines  6  Minus  7)- 
COST  OF  EQUIPMENT  ACQUIRED  TO  DATE 


ESTIMATE  OF  ADDITIONAL  EQUIPMENT  NEEDED  TO  COMPLETE  CONTRACT- 
EQUIPMENT  RENTALS  PAH)  TO  DATE  AND  INCLUDED  IN  LINE  (C) 

LOCATION  OF  JOB 


1J.  NATURE  OF  WORK 

14.  CONTRACT  COMPLETION  DATE-. 

11.  ORIGINAL  CONTRACT  PRICE  (BID)- 
16. 


CONTRACT  PRICE  OF  NEXT  LOWEST  BIDDER- 
ADDITIONS  OR  EXTRAS  TO  DATE 


18.    CREDITS  OR  OTHER  DEDUCTIONS  TO  DATE- 


INCREASE  OR  DECREASE  IN  ORIGINAL  PROFIT  ESTIMATE  BASED  ON  EXPERIENCE  TO  DATE- 
State  Contract  Provisions  for  Liquidated  Damages,  Penalties  or  Bonuses  with  Respect  to  Completion 
Within  Specified  Time. 


OEAND  TOTALS  OK 
UNCOMPLETED 
CONTHACTSTO 
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Fig.  16.1     Contractor's  financial  statement  (cont.) 
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SCH.A.      ACCOUNTS  tf  NOTES  RECEIVABLE  FOR  COMPLETED  CONTRACTS  (List  4  Urge*— Group  Other,  in  Line  ») 

DUE  FROM 

Oiuruui 

Contract  Price 

Amount  rm»  Eid.       |            Maturity  Data           II    Clfclm*  Not  Approved 
Unapproved  Claim*      |                                                  |            Tor   Pc&mcut 

EXHIBIT  C:  (Continued):     (If  you  have  more  than  ill  contracts  in  progress  list  the  five  largest  contracts  in  Columns  1  to  J  and  lump  all 
the  smaller  ones  in  Column  6). 

Ool.         FOB  WHOM  CONT&ACT  PERFORMED 

HAMB  OT  SUBETT  COMPANY 

NAME  OF  FBINCTPAI.  SUBOOHTKACTOa 

COL. 
COL. 
COL. 
COL. 
OOL. 
COL. 

(3) 

(6) 

COL.  (1)           ||           COL.  (2) 

COL.  (3j 

COL  (4)           ||          COL.  (?) 

1          COL.  (6) 

I 

A 
B 

C 
D 
E 
F 
2 

G 

I 

L 

1 

i 

-          1- 

. 

j _j_ 

i 

1 

i 

L 

[ 

H 
I 
J 
3 

4 
I 

| 

f 

1 

1 

r 

| 

| 

| 

J 

1 

| 

1 

1 

F~ 

J 

i_ 

f 

... 

1 

I 

I 

| 

i 

| 

| 

j 

I 

0 

-           - 

I 

1 

10 
11 

12 
13 

15 

16 
17 
18 
19 
20 

-         . 

_  :i,.„ 

j 

t  ■ 

j 

1 

..  4-  - 

8 

r_ 

| 

J 

.._    ,  . 

| 

j 

...  1   . 

r 

| 



j 

1 

1 

_  ....  _ 

f 

| 



J 

l 

J 

j 

1 
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n    D.nnj.t   Column   R*lmu   J 

NAME  07  BANK 

cash  on  deposit 

AMOUNT  OWINO 

POriTION 
COLLATERALIZED 

MAXIMUM  BANE 
LOANS   DUBINO 
PAST  12  MONTHS 

1 

1 

SCH.C.      STOCKS.  BONDS.  ETC.: 

DESCRIPTION                                      UNITS 

BOOK   VALUE 

MARKET  VALUE 

AMOUNT  DEPOSITED  AS  COLLATERAL 
OB  IN  ESCROW    (8TATB  WHICH) 

.      .    . 

SCH.  D.      LAND  AND  BUILDINGS:     (Use  asterisk  if  not  used  in  business).     (Use  hundreds  of  dollars). 

LOCATION 

IMPROVEMENTS 

BOOB 
VALUE 

ENCUMBRANCE 
Amount             Maturity 

TITLE  BECOBDED 
IN  NAME  0» 

SCH.  E.     MACHINERY.  EQUIPMENT,  VEHICLES,  ETC.:      (Use  separate  line  for  each  general  classification). 

No.  of 

DESCRIPTION 

Note    (1) 

PUBCHA8B 
PBICB 

PBESENT 
BOOK  VALUB 

ENCUMBRANCE 
Nolo    <2> 

DATBDUB 

(Tlnal) 



Note  (1)  If  two  or  more  items  are  lumped  give  sum  of  ages.                Note  (2)  Use  asterisk  if  payable  monthly. 

SCH.F.    Principal  Contracts  Completed  Past  3  Years.      AMOUNT 
FOB  WHOM    PERFORMED                                         (Omil   000) 

SCH.  G.  PRINCIPAL  MATERIAL  SUPPUERS  AT  PRESENT: 

NAME          AND          ADDBBSS 

SCH.  H.     CONTINGENT  LIABILITIES : 

YES 

NO 

2.     Are  there  any  liens  for  labor  or  material  filed  on  your  work  anywhere? 

4.    Are  there  any  suits  or  claims  or  judgments  pending  or  unsettled! 

mental 

f  any  known  contingent  lia 
schedule  giving  full  partjci 

-)ilitie- 
laxs. 

exist  of  a  nature  not  set  forth  in  the  above  questions  one  to  seven  inclusive,  please  att 
["he  bank  is  correct  in  assuming  no  other  contingent  liabilities  exist  if  no  such  schedule 

ich 
is  at 

supple-- 
tached. 
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Fig.  16.1     Contractor's  financial  statement  (cont.) 
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For  any  contractor  who  wants  to  receive  maximum  credit  considera- 
tion, Fig.  16.1  is  required  reading.  Among  the  items  to  be  noted  par- 
ticularly are  the  following: 

1.  There  is  no  attempt  to  break  down  the  assets  and  liabilities  into 
current  and  fixed  categories  in  the  traditional  way. 

2.  The  language  in  the  captions  is  precise  enough  to  let  the  person 
reading  it  know,  at  least  in  general,  what  the  figures  mean. 

3.  Progress  billings  not  in  schedule  are  deducted  from  incurred  costs 
to  arrive  at  Item  6  in  the  balance  sheet.  Presumably  if  there  were  an 
excess  of  progress  billings  over  cost  the  difference  would  be  shown 
either    as    "Other    liabilities"    or    "Reserve    for    unearned    income" 

(Item  27). 

4.  While  the  statement  still  uses  the  term  "Earned  surplus,"  instead 
of  the  more  modern  terminology  "Retained  earnings,"  the  meaning  is 
still  sufficiently  clear  for  the  purpose  of  the  banker  or  bondsmen. 

5.  Exhibit  C  calls  for  a  separate  "profit-or-loss"  statement  on  each 
job  and  this,  plus  the  absence  of  any  accounting  for  fees  on  cost-plus- 
fixed-fee  work,  would  appear  to  indicate  a  preference  for  the  "profit- 
and-loss"  approach  over  the  "owner's  equity"  approach  to  cost-plus- 
fixed-fee  accounting.  Presumably,  too,  if  there  were  a  guaranteed 
maximum  or  "upset"  price  on  a  fee  contract,  that  fact  would  be  dis- 
closed in  Schedule  H. 

6.  Items  6  to  20  on  Exhibit  C  are  peculiar  to  construction  contrac- 
tors and  are  of  prime  importance  in  any  analysis  of  the  position  of 
each  job. 

Prospective  clients 

An  insolvent  or  defaulting  contractor  causes  nothing  but  trouble 
and  expense  for  his  client.  First,  there  are  delays  in  completing  the 
work.  Second,  he  may  tend  to  try  to  save  money  by  using  inferior 
materials  and  workmanship.  Third,  unpaid  mechanics  and  material- 
men will  doubtless  file  liens  (or  other  similar  statutory  claims)  against 
the  real  property,  and  if  the  contractor  has  been  paid  for  the  work 
represented  by  the  lien,  the  client  may  be  required  to  pay  for  it  a 
second  time.  Even  if  the  contractor  has  provided  the  partial  protec- 
tion of  a  performance  and  payment  bond,  the  client's  loss  in  terms  of 
time,  annoyance,  and  legal  fees  can  be  substantial.  To  reduce  such 
risks,  before  they  accept  a  bid  on  proposed  construction  work,  clients 
often  require  that  contractors  submit  financial  statements  (Fig.  16.2). 
The  client's  interest,  in  many  respects,  parallels  that  of  the  banker 
and  the  bondsman,  but  the  emphasis  is  different.  The  banker  and 
the  bondsman  want  to  know  if  the  contractor  has  the  money,  the 
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STATE  OF  CALIFORNIA 

DEPARTMENT  OF  PUBLIC  WORKS 

SACRAMENTO,  CALIFORNIA 

CONTRACTOR'S 

STATEMENT  OF  EXPERIENCE  AND 

FINANCIAL  CONDITION 

If  you  are  a  General  Contractor  interested  in  bidding  on 
all  types  of  construction,  other  than  building  construc- 
tion, mark  cross  here                                                       (      ) 

If  you  are  a  General  Contractor  interested  in  bidding  on 
all  typet  of  building  construction,  mark,  crou  here     (     ) 

//  you  are  interested  in  contracting  direct  with  the 
State  for  certain  types  of  work  only,  indicate  the  par- 
ticular types  of  work  on  which  you  wish  to  bid  here: 

If  you  are  interested  in  contracting  direct  with  the 
State  for  certain  types  of  work  only,  indicate  the  par* 
ticular  types  of  work  on  which  you  wish  to  bid  here: 

TYPE  OP  WORK 

(X| 

TYPE  OF  ■WOKS. 

UARK 
iXj 

Grading  and  Surfacing: 

Excavating  and  Grading  Work 

Clearing  and  Grabbing 

Concrete  Work 

Grading,  Light 

Mason  Work 

Grading,  Heavy 

Structural  Steel  Work 

Culverts  and  Small  Structures 

Steel  and  Miscellaneous  Iron  Work 

Rock  Crushing  and  Stockpiling 

Cabinet  and  Millwork 

Crushed  Gravel  or  Stone  Surfacing 

Carpenter  Work 

Oil  Treating 

Sheet  Metal  Work 

Paving,  Macadam 

Roofing  Work  (Tile)  (Composition) 

Paving,  Portland  Cement  Concrete 

Lathing  and  Plastering 

Paving,  Asphalt  Concrete 

Ornamental  Iron  Work 

Bridges: 

Painting  and  Decorating 

Timber 

Elevator  Work 

Concrete 

Linoleum 

Steel 

Plumbing  and  Heating  Work 

Special: 

Ventilating  Work 

Painting  Bridges 

Electrical  Work 

Hauling 

I 

1] 

Fig.   16.2     Contractor's  statement  of  experience  and  financial  condition 

This  statement   is  required   by   the  state   of   California   of  con- 
tractors submitting  bids  on  state  construction  work. 

personnel  and  the  equipment  to  complete  the  jobs  he  is  working  on. 
The  prospective  client  wants  to  know  whether  the  contractor  will  be 
able  to  finance,  staff,  and  equip  the  client's  job  in  addition  to  keep- 
ing up  his  other  work.  He  also  wants  to  see  if  the  contractor  has  in 
progress  one  or  more  losing  jobs  that  will  drain  off  the  progress 
payment  money  that  the  client  pays  to  finance  his  own  job. 
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CONTRACTOR'S  STATEMENT  OF  EXPERIENCE 


Submitted  By 

Principal  Office- 


B  A  Corporation 
A  Co-partnership 
□  An  Individual 


The  signatory  of  this  questionnaire  guarantee*  the  truth  end  accuracy  of  all  statements  and  of  all  answers  to 
interrogatories  hereinafter  made 

I.  How  many  years  has  your  organization  bees  in  business  as  a  contractor  under  your  present  business  name? 


2*   Hov  many  years  experience  in_ 


-.construction  work  has  your  organization  hadi 


(#)  As  a  general  contractor?- 


(b)  As  t  subcontractor?. 


J.   9iow  the  projects  your  organization  has  completed  in  the  following  tabulation: 

na 

TTTB  OF  TOBX 
(S>  p.i .  I) 

(GlT.  ki*d  «f  fMVUMl) 

CONTRACT  AMOUNT 

LOCATION  OV  TOBX  AND  FOR  THOU  PERFORMED 

4.    Have  you  ever  failed  to  complete  any  work  awarded  to  you?- 


If  so,  where  and  why? 


5.    Has  any  officer  or  partner  of  your  organization  ever  been  an  officer  or  partner  of  some  other  organization  that  failed  to  complete 
a  construction  contract? If  so,  state  name  of  individual,  other  organization  and  reason  therefor. 


6.   Has  any  officer  or  partner  of  your  organization  ever  failed  to  complete  a  construction  contract  handled  in  his  own  name? 
.  If  to,  state  name  of  individual,  name  of  owner  and  reason  therefor. 


7.  In  what  other  lines  of  business  are  you  financially  interested?- 


[2) 


Fig.  16.2     Contractor's  statement  of  financial  condition  (cont.) 

For  the  contractor  who  is  faced  with  the  problem  of  getting  new 
work  while  completing  some  losing  jobs,  the  best  way  to  overcome  the 
client's  objection  is  to  offer  to  take  the  job  on  the  basis  of  cost-plus- 
fixed-fee  with  the  bid  price  as  the  guaranteed  maximum  (sometimes 
called  an  "upset"  price).  In  that  way  the  client  keeps  control  of  his 
money  until  he  knows  it  was  spent  on  his  job.  He  can  cover  the  risk 
that  the  contractor  might  go  over  the  upset  price  by  requiring  bond, 
and  he  stands  a  chance  to  gain  if  the  contractor  does  the  job  below 
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8.    For  what  corporations  or  individuals  have  you  performed  work,  when  and  to  whom  do  you  refer?. 


9.   For  what  cities  have  you  performed  work,  when  and  to  whom  do  you  refer?- 


10.   For  what  counties  have  you  pej*Kzaed  work,  when  and  to  whom  do  you  refer?- 


1 1.   For  what  State  Bureaus  or  Departments  have  you  performed  work,  when  and  to  whom  do  you  refer?- 


12.   Fox  what  U.  S.  Government  Bureaus  or  Departments  have  yon  performed  work,  when  and  to  whom  do  you  refer?- 


13.   Name  the  persons  with  whom  you  have  been  associated  in  business  as  partners  or  business  associates  in  each  of  the  last  five  years. 


14.    What  is  the  construction  experience  of  the  principal  individuals  of  your  present  organization? 

INDIVIDUAL'S  NAME 

PRESENT  POSITION  OR 
ORGANIZATION 

CONSTRUCTION 
EXPERIENCE 

MAGNITUDE  AND  TYPE  OP  WORK 

IN  WHAT 

CAPAcmr 

[31 


Fig.   16.2     Contractor's   statement   of  financial   condition   (cont.) 

his  expected  cost.  Usually  it  is  possible  for  the  contractor  to  negotiate 
an  agreement  giving  him  a  participation  in  savings  if  the  work  is  done 
for  an  amount  below  the  guaranteed  maximum. 


Suppliers  and  subcontractors 

Suppliers  and  subcontractors  are  neither  buying  the  contractor's 
services  nor  providing  him  directly  with  money  or  credit.  Therefore 
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CONTRACTOR'S  FINANCIAL  STATEMENT 


Name  your  banker. 


Name  your  surety  company. 


DETAIL 

TOTAL 

Current  Assets 

- 

- 

- 

~ 

" 

._ 

3.        Accounts  receivable  from  completed  contracts,  exclusive  of  claims  not  approved  for 

- 

4.        Sums  earned  on  incomplete  contracts  as  shown  by  Engineer's  or  Architect's  estimate.  _ 

IIIJIII 

T 

t 

± 

OABIUTIES  AND  CAPITAL 
Current  Liabilities 

' 

- 

- 

1 

H.lllll 

Fixed  or  Secured  Liabilities 

- 

- 

- 

- 

~ 

~ 

- 

- 

... 

- 

- 

- 

- 

- 

CONTINGENT  LIABIUTIfiS 

■  _ 

- 

- 

TOTAI   fViMTTM^PTjT  Twmtittk 

._ 



Note. — Shaw  detail  under  main  heading!  in  fine  column,  extending  totab  of  main  heading!  to  second  aakimu. 
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Fig.   16.2     Contractor's   statement   of  financial   condition   (cont.) 


they  are  not  in  a  position  to  ask  for  a  great  deal  of  financial  informa- 
tion from  the  contractor.  Usually  they  get  their  information  from  credit 
reporting  agencies  and  from  other  suppliers  and  subcontractors.  Build- 
ing material  dealers  usually  keep  rather  complete  credit  files  and  ex- 
change information  on  their  contractor  customers.  For  the  contractor 
in  good  financial  condition,  it  is  often  good  business  to  take  a  few 
selected  suppliers  and  subcontractors  into  his  confidence  and  show 
them  his  statements.  The  advantage  can  be  twofold.  First,  the  news 
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D] 

STAILS  RELATIVE  TO  ASSETS 

(.)  rv„  hjni) 

f 

1 

Cash:    (b)   Deposited  in  banks  name 
(c)    Elsewhere — (state  where 

Kuaaun 

LOCATION 

DZPOSIT1NNAMIOF 

AMOUNT 

$                       .     ... 

2' 

(r)     Pair  AitP 

KECQVA2LB  FROM,    NAME  AND  ADDRESS 

PORWHAT 

MATURITY 

H0V3ECURRD 

AMOUNT 

Have  any  of  the  above  been  discounted  or  sold? If  so,  state  amount,  to  whom,  and  reason. 


3* 

Account*  receivable  from  completed  contracts  exclushre  of  claims  not  approved  t*nr  payment     f      

MAMS  AND  ADDRESS  OP  OTNER 

HATUU  op  contact 

AMOUNT 
OF  CONTRACT 

AMOUNT 

Have  any  of  the  above  been  assigned,  sold  or  pledged?. 


-If  so,  state  amount*  to  whom,  and  reason— 


4* 

Sums  earned  on  incomplete  contracts,  as 
(a)    Amount  receivable  after  deductin 

shown  by  engineer's  or  architect's  estimate: 

OP  CONTRACT 

AMOUNT 

ssss, 

AMOUNT  RETAINED 

AMOUNT 

DESIGNATION  OP  CONTRACT  AND  FOR  THOM  PERFORMED 

DUE 

AMOUNT 

OF  AMOUNT 

Have  any  of  the  above  been  assigned,  sold  or  pledged?- 


-If  so,  state  amount,  to  whom,  ind  reason- 


1  Uit  ■tpiritclr  etch  Item  amounting  to  10  per  cent  or  mors  of  th*  total  and  combios  tht  remainder. 
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Fig.    16.2     Contractor's   statement   of  financial   condition   (cont.) 

travels  in  the  trade.  Second,  the  contractor  may  be  able  to  get  better 
prices  from  suppliers  and  subcontractors  who  feel  their  payment  is 
secure. 


Stockholders  and   partners 

Stockholders,  partners,  and  others  who  have  a  proprietary  interest 
in  a  construction  company  use  the  company's  financial  statements  to 
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DETAILS  RELATIVE  TO  ASSETS  (Continued) 


5* 

RECETVARLB  i'EOUi    NAME  AND  ADDUJS 

FOB.  THAT 

THEN  DUE 

AMOUNT 

What  amount,  if  any,  is  past  due. 
Agjgncd;  told,  or  pledged- 


6 

Materials  in  stock  and  not  included  in  Item  4,  Assets: 

(i)   For  use  on  incomplete  contracts  (invt 
(b)   Other  materials  (inventory  value) 

QUANTnr 

PIESE NT  VALUE 

DEsCumoN  or  material 

contracts' 

MATERIALS 

What  amount,  if  any,  nas  been  assigned,  sold,  or  pledged «. , — 

$ 

7 

ON  THAT  ACCRUED 

TORE* 

AID  THEN 

AMOUNT 

Vnat  amount,  if  any,  has  ^"n  ««gn^,  «old,  or  p!fdg?H 

t        - 

8" 

Stocks  sod  bonds:  ;  ; 

(b)  U 

1 

i!ixr»rt — tvyik  value    .._.            ..    _ 

DESCMPTIOM 

MAMS  COUP  ANT 

"Srrr- 

PRESENT  MARKET  VALUE 

(Acroil  e:  Eitioaiicd ) 

BOOt  VALUE 

UNIT 

AMOUNT 

UNIT 

AMOUNT 

7                ..     ....  

TOO  HAS  KMSmKM 

»  ANT  All  PLEDGED  01  IN  ESCKOV.  STATE  FOB.  THOU  AND  REASON 

PLEDGED  OR  IN 
ESOLOT 

7 

m 


Fig.  16.2     Contractor's  statement  of  financial  condition   (cont.) 


find  out  four  things.  First,  they  want  to  know  whether  their  invest- 
ment is  being  soundly  managed,  and  that  question  can  be  answered,  in 
part,  by  review  of  the  company's  financial  condition  and  the  results  of 
its  operations.  Unless  they  know  something  about  the  status  of  the  jobs 
and  the  accounting  methods  used  in  reporting  on  their  operation, 
their  understanding  is  likely  to  be  limited  and  their  judgment  may 
be  wrong. 
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DETAILS  RELATIVE  TO  ASSETS  (Continued) 

9 

Miscellaneous  current  assets 

Bid  Pppnsirs,  prepaid  (r^p^ses,  cash  v?T»f  of  life  fiMnr*fi*»,  nttiM*  enifwn*  iwr.i;    _. $ 

DESOUmON 

AMOUNT 

10 

$ 

Book  value   \   (b)  Not  used  for  business  purposes 

DESCR^TION  OP  FROPESLTT 

IMPROVEMENTS 

NATURE  OF  IMPROVEMENTS 

BOOK  VALUE 

LOCAT.ON 

HELD  IN  THOSE  HAMS 

ASSESSED 
VALUE 

ENCUMBRANCES 

11* 

$ 

— Red  Etutc) 

(List  separately  ill  item  of  quarries,  gravel  piu,  warehouse!  and  limilar  planti  which  axe  not  included  under  Detail  "10' 

QUAN- 
TITY 

DESCRIPTION.  NAME  AND  CAPACITY  OP  ITEMS 

AGE  OF 
ITEMS 

"bss" 

DEPRECIATION 

VALUE 

Are  there  any  liens  against  above?- 


*  If  two  or  more  item*  arc  lumped  abort,  fhv  the  ram  of  their  age*. 
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Fig.   16.2     Contractor's  statement  of  financial   condition   (cont.) 


Second,  they  want  to  know  how  much  income  they  can  expect  to 
receive  currently. 

Third,  they  want  to  know  the  long-run  prospects  for  income  from 
their  investments. 

Fourth,  they  want  to  know  if  their  investment  is  increasing  in 
value. 

Even  the  individual  proprietor,  who  personally  makes  all  the  man- 
agement decisions,  will  want  to  know  the  answers  to  these  questions. 
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DETAILS  RELATIVE  TO  ASSETS  (Continued) 


\  2     Furniture  and  fixtures  at,  book  value- 


13    Other  assets- 


TOTAL  ASSETS     t- 


14 

Total  value  of  other  contracts  awarded  or  pending  award  and  not  included  in  above  statements     S 

DESCRIPTION  OP  CONTRACT 

S&aKgS 

dOB. 

AMOUNT 

TOTAL  (not  to  be  included  in  usee) 


15     Bonds  supplied  during  last  five  years: 


DETAILS  RELATIVE  TO  LIABILITIES 

1 

Notes  payable: 

(a)    To  hanks,   regular * 

(c)   To  others  exclusive  of  equipment  ob 

,;•„„, 

TO  WHOM.    NAME  AND  ADDRESS 

THAT  SECU1UTY 

THEN  DUE 

AMOUNT 

[8] 


Fig.    16.2     Contractor's   statement   of  financial   condition   (cont.) 


For  him  it  is  a  matter  of  checking  his  own  thinking,  rather  than  that 
of  someone  else.  Still,  the  questions  are  the  same  and  the  facts  needed 
to  get  the  answers  are  the  same.  The  only  difference  lies  in  the 
extent  to  which  the  individual  proprietor  or  partner  can  rely  on  his 
own  knowledge  instead  of  that  provided  by  the  statements.  Actually, 
the  form  and  content  of  the  statements  should  be  the  same  regardless, 
because  of  the  other  uses  to  which  the  statement  will  be  put. 

Usually,  a  joint  venture  is  itself  a  contractor,  and  the  members  of 
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DETAILS  RELATIVE  TO  LIABILITIES  (Continued) 


2 

j 

Accoanf  payable:   W    ^  l^ 

TO  THOU.    NAME  AND  ADDUSS 

FOIL  THAT 

,.8SK* 

AMOUKT 

O        Other  current  liability 

Interest,  taxes, 


DESCRIPTION 


Real  estate  encumbrances  (See  Item  10,  Assets).. 


5 

-      .           .    .I.     ...                     .  ■             .                             (a)    Amount  due  within  six  months  .     .     .     . 
tqiupment  obligations  secured  by  equipment:               *  * 

(b)   Amount  due  after  six  months   •     .     •     . 

i 

TO   THOU.     NAME  AND   ADDRESS 

•  HOT  PAYABLE 

AMOUNT 

7 

Reserv 

INTEMST 

INSURANCE 

TAXES. 

rLANTDEPI. 

BLDOS.  >  FKT. 

■  AD  DEBTS          |      MAINTENANCE 

t 

Capital  stock  paid  up: 


(a)    Common— 


Sorplu 


TOTAL  LIABILITIES    $_ 


(»1 


Fig.   16.2     Contractor's   statement  of  financial   condition   (cont.) 

the  venture  use  the  statements  as  if  they  were  partners.  The  sponsor 
would,  of  course,  also  use  the  statements  of  the  venture  as  one  of  its 
tools  in  managing  the  venture. 


Statement  requirements 

Thus  far  the  discussion  has  dealt  principally  with  the  form  in  which 
financial  information  is  presented  and  the  uses  to  which  it  is  put. 
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Are  you  licensed  as  a  Contractor  to  do  business  in  California?.- 


If  a  corporation,  answer 

thill 

If  a  co-partnership,  anfwar  thSsi 

State   whether   partnership   ii    general,   limited   o 

r   astocittioa 

Name  and  addres  of  partners: 

A«» 

Secretary'*  nam» 

AFFIDAVIT  FOR  INDIVIDUAL 


,  being  duly  sworn,  deposes  and  ityi:  That  be  Is  Ibt  person  submitting 


the  foregoing  statement  of  txptritnci  and  financial  condition;  that  be  bis  read  Ibt  stmt,  and  tbit  the  samt  a  true  of  bit  own  knowledge; 
tbtt  Ibt  statement  is  for  Ibt  purpose  of  inducing  Ibt  Department  of  Public  Work  to  supply  tbt  submiltor  witb  plans  tni  specifications, 
ami  tbtt  tny  depository,  vendor,  or  other  agency  therein  named  h  hereby  tulborizti  to  supply  said  Department  of  Public  Works  witb 
any  information  necessary  to  verify  tbt  statement;  furthermore,  should  the  foregoing  statement  at  any  time  cease  to  properly  end 
truly  represent  bis  financial  condition,  be  will  refrain  from  further  bidding  on  Slate  work  until  be  shall  have  submitted  a  revised  and 
corrected  statement. 


Sworn  to  before  me  this 


-day 


Attlkni  •idnW 


AFFIDAVIT  FOR  CO-PARTNERSHIP 


_,  being  duly  sworn,  deposes  and  says:  That  be  Is  a  partner  of  tbt  partner- 


ship of i  that  said  partnership  submitted  the  foregoing  statement  of  experience 

and  financial  condition;  that  be  has  read  the  same  and  that  the  same  is  true  of  bis  own  knowledge;  that  the  statement  is  for  the 
purpose  of  inducing  the  Department  of  Public  Works  to  supply  the  submittor  witb  plans  and  specifications,  and  that  any  depository, 
vendor,  or  other  agency  therein  named  is  hereby  authorized  to  supply  said  Department  of  Public  Works  witb  any  information  necessary 
to  verify  tbt  statement;  furthermore,  should  the  foregoing  statement  at  any  time  cease  to  properly  and  truly  represent  the  financial 
condition  of  said  firm,  they  will  refrain  from  further  bidding  on  State  work  until  tbey  shall  have  submitted  a  revised  and  corrected 


Sworn  to  before  me  thii 
of 


-day 


Ibata  W  im  mwt  tig*  h 


ttmmuJtm 
The  foregoing  statement  and  affidavit  axe  hereby  affirmed. 


OTMAININ9  MSUeiM  OP  f 


t  10) 


Fig.   16.2     Contractor's  statement  of  financial  condition  (cont.) 


Here  the  emphasis  is  on  content.  Running  down  the  balance  sheet,  the 
items  appear  as  follows: 

Cash  should  consist  principally  of  demand  deposits  in  solvent  banks. 
Office  and  job  petty  cash  funds  may  be  included  if  they  have  been 
replenished  at  the  end  of  the  accounting  period.  In  a  decentralized 
accounting  system,  cash  may  include  the  job  bank  accounts  of  wholly 
owned  jobs,  but  it  may  not  include  the  company's  share  in  joint  ven- 
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AFFIDAVIT  FOR  CORPORATION 


_,  being  duly  sworn,  deposes  and  says;  That  be  fa- 


Oflddafieby 

of  the j  the  corporation  submitting  the  foregoing  statement  of  experience  and  financial 

condition;  that  be  bas  read  the  some,  and  that  the  same  is  true  of  bis  own  knowledge;  that  the  statement  is  for  the  purpose  of 
inducing  the  Department  of  Public  Works  to  supply  tbe  submittor  with  plans  and  specifications,  and  that  any  depository,  vendor, 
or  other  agency  therein  named  is  hereby  authorized  to  supply  said  Department  of  Public  -Works  with  any  information  necessary  to 
verify  the  statement;  furthermore,  should  the  foregoing  statement  at  any  time  cease  to  properly  and  truly  represent  tbe  financial 
condition  of  said  cotporation,  it  will  refrain  from  further  bidding  on  State  work  until  it  shall  have  submitted  a  revised  and  corrected 
statement. 


Sworn  to  before  me  this „  ,   ,.    ,  ..dry  . 

of 19 


More.— Vm  foil  cotpocw  bum  tad  mid  o 


op  Reglftered 

AFFIDAVIT  OF  CERTIFED.  PUBLIC  ACCOUNTANT 


Jbeing  duly  sworn,  deposes  and  says: 


flP  Reentered 

That  he  is  a  CertifiediPublic  Accountant  of  tbe  State  of  •  •       1  thai  be  bas  examined  tbe  books  of 

and  that  tbe  foregoing  financial  statement  bas  been  accurately  prepared  from  the  books  of  tbe  said  individual  co-partnership/corpo- 
ration,  and  that  in  bis  opinion  it  is  a  true  and  fair  statement  of  the  financial  condition  of  said  "mdhn&ual / 'co-partnership/corporation 

as  of 19 


Sworn  to  before  me  this day 

of 19 


The  above  affidavit  of  Accountant  must  not  be  made  by  any  individual  who  b  a  member  of,  or  in  the  regular  employ  of,  the 
individual,  co-partnership  or  corporation  submitting  this  statement. 

The  Certificate  of  a  SESHlMQSdta&ccountanr.  will  be  required  in  all  cases  where  the  contractor  desires  to  qualify  for  work 
in  excess  of  $50,000.  If  the  contractor  does  not  desire  to  qualify  for  work  in  excess  of  $50,000,  the  accountant's  certificate  need 
not  be  filled  out. 
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Fig.   16.2     Contractor's   statement   of  financial   condition   (cont.) 


ture  bank  accounts.  Cash  should  not  include  bid  deposits  or  other 
cash  deposits  to  guarantee  performance,  nor  should  it  include  any 
expense  advances  to  employees  or  deposits  subject  to  substantial  limi- 
tations on  withdrawal.  Cash  in  foreign  banks  subject  to  currency 
restrictions  may  be  treated  as  cash  so  long  as  it  does  not  exceed  the 
company's  need  for  cash  in  the  country  whose  currency  is  represented. 
In  establishing  the  schedule  showing  cash  in  the  bank,  it  is  a  good 
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idea  to  relate  the  cash  on  deposit  with  any  loans  that  may  be  out- 
standing with  the  same  bank,  the  collateral  pledged,  the  maximum 
credit  extended  by  that  bank,  and  the  average  balance  during  the 
past  year.  Every  report  should  include  a  cash  forecast,  at  least  in  the 
copies  issued  to  management,  the  bank,  and  the  bonding  company. 
Receivables  should  be  broken  down  to  show  the  following: 

1.  Progress  billings  approved  and  currently  due. 

2.  Progress  billings  made  but  not  yet  approved. 

3.  Amounts  earned  and  billable  but  not  actually  billed  at  the 
statement  date. 

4.  Retained  percentages  on  contracts  in  progress. 

5.  Retained  percentages  on  completed  jobs. 

6.  If  advances  to  decentralized  jobs  and  joint  ventures  are  treated 
as  receivables,  they  should  be  set  apart  in  a  separate  schedule  and 
should  appear  on  the  face  of  the  balance  sheet  under  a  separate 
caption.  Whether  an  equity  in  such  a  job  arising  from  job  profits 
should  be  treated  as  a  receivable  is  open  to  question,  but  when  such 
treatment  is  used  that  fact  should  be  disclosed. 

7.  Cost  of  jobs  in  process,  when  these  items  are  treated  as  receiv- 
ables. When  this  treatment  is  used,  only  the  excess  of  cost  over 
progress  billings  on  any  particular  job  should  be  shown.  If  there  is  an 
excess  of  progress  billings  over  cost,  there  is  some  merit  to  treating 
the  excess  as  a  deferred  credit  to  income  like  any  other  amount  that  is 
billed  before  it  is  earned,  but  the  more  conservative  treatment  is  to 
treat  such  excess  as  current  liabilities. 

8.  Amounts  due  from  miscellaneous  sales  and  services  and  from 
insurance  claims. 

9.  Amounts  due  from  officers  and  employees. 

Supporting  schedules  should  show  these  items  in  detail,  and  when 
they  arise  from  or  are  related  to  any  particular  job,  they  should  be 
identified  with  that  job  in  the  schedules. 

Inventories,  technically  speaking,  are  limited  to  unappropriated 
stocks  of  materials,  supplies,  and  spare  parts.  Sometimes  small  tools  are 
classified  with  supplies,  and  sometimes  they  are  shown  separately.  Either 
way,  they  should  be  separately  identified,  either  on  the  face  of  the 
balance  sheet,  or  in  the  schedules.  Purchased  inventory  should  be 
valued  at  cost  or  market  value,  whichever  is  lower.  There  is  no  fixed 
rule  for  used  materials,  supplies,  and  small  tools  brought  in  from 
jobs.  One  standard  treatment  is  to  value  such  used  items  at  50  per  cent 
of  cost.  Another  method  is  to  value  them  at  salvage  value  when  they 
are  brought  in  from  a  job,  and  to  let  the  warehouse  sell  them  to  the 
next  job  at  market  value.  The  margin  covers  the  cost  of  storage, 
reconditioning,  and  operation  of  the  warehouse. 
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If  the  cost  of  jobs  in  process  is  treated  as  an  inventory  item,  it 
should  be  charged  with  production  overhead.  It  is  technically  cor- 
rect, also,  to  allocate  a  portion  of  the  general  office  overhead  to  the 
jobs,  but  unless  the  company  is  computing  income  by  the  accrual 
method,  or  by  the  percentage-of-completion  variation,  the  practice  is 
unconservative  and  should  be  avoided,  particularly  so  if  the  net  cost  of 
jobs  in  process  is  treated  as  an  inventory  item.  If  job  costs  on  any  par- 
ticular job  exceed  progress  billings  on  that  job,  only  the  net  difference 
should  be  treated  as  an  inventory  item.  If  progress  billings  exceed  cost 
the  excess  should  be  treated  as  a  current  liability  because,  at  least  in 
theory,  it  represents  an  advance  from  the  owner  which  must  be  repaid 
by  further  expenditures  on  the  cost. 

Investments,  in  the  sense  of  stocks,  bonds,  or  mortgages  used  as  a 
temporary  reservoir  for  surplus  funds,  are  not  often  found  in  the 
balance  sheet  of  an  active  construction  company.  On  the  contrary, 
an  active  contractor  is  usually  short  of  cash.  However,  it  is  quite 
common  to  see  the  contractor  take  all  or  part  of  his  payment  in  spe- 
cial assessment  bonds  or  similar  obligations.  It  is  also  common  to 
see  funds  advanced  to  joint  ventures,  or  even  to  large,  wholly  owned 
jobs  with  decentralized  accounting,  referred  to  as  investments. 

The  three  types  of  items  are  totally  unrelated,  and  each  should  be 
treated  separately,  and  shown  separately,  on  the  balance  sheet.  The 
true  investments  should  be  stated  at  the  lower  of  cost  or  market  value. 
The  securities  taken  as  a  part  of  the  contract  price  of  work  done  should 
be  taken  into  account  at  market  value  on  the  date  received.  The 
advances  to  large  jobs  should  be  stated  at  actual  cash  advanced  less 
any  amounts  refunded  during  the  life  of  the  job.  Generally  speak- 
ing, it  is  not  good  practice  to  carry  the  portion  of  the  contractor's 
equity  which  represents  profit  from  such  jobs  in  an  investment  ac- 
count. 

All  items  designated  as  investments  should  be  classified  and  shown 
in  detail  on  the  schedules  to  the  balance  sheet  with  enough  descrip- 
tion to  clarify  their  source  and  nature.  If  they  have  been  pledged  as 
security  for  any  liability,  that  fact  should  be  shown. 

Fixed  assets,  in  addition  to  the  customary  segregations  of  land,  build- 
ings, machinery  and  equipment,  trucks  and  trailers,  automobiles, 
and  so  on,  should  also  be  classified  according  to  whether  or  not  they 
are  used  in  the  business.  Thus,  land  held  for  a  future  equipment  yard 
and  warehouse  would  be  segregated  from  land  taken  in  as  part  pay- 
ment on  a  job  and  held  for  sale;  and  both  would  be  segregated  from 
the  land  on  which  the  present  yard  and  warehouses  are  situated. 

Equipment  and  vehicles  are  the  life  blood  of  some  contracting 
firms.  Others  own  little  or  none,  and  there  should  be  some  note  on  the 
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statements  to  show  why.  For  firms  that  do  own  equipment,  a  schedule 
showing  all  of  it  is  best,  if  not  too  long.  If  a  detailed  list  is  im- 
practical, then  a  list  by  types  (dump  trucks,  power  shovels,  com- 
pactors, and  so  on)  should  be  made.  The  schedule  should  show  cost, 
depreciation  (or  amortization),  book  value,  amount  owed,  and  net 
equity.  If  accelerated  depreciation  or  amortization  has  been  claimed, 
that  fact  should  be  noted  in  the  equipment  schedules. 

Notes  and  accounts  payable  should  be  shown  in  detail  in  a  schedule 
whenever  practical.  The  schedule  of  notes  payable  should  show  in 
detail  the  payee,  due  date,  interest  rate,  security  given,  and  amount. 
If  some  notes  are  given  to  finance  bid  deposits,  that  fact  should  be 
indicated,  and  those  notes  segregated  from  regular  loans.  Notes  given 
for  the  purchase  of  equipment  and  secured  by  equipment  should  be 
separated  in  the  schedule,  and  the  encumbered  equipment  should  be 
described  as  accurately  as  possible.  In  the  equipment  schedule,  of 
course,  the  encumbrance  will  be  shown  against  the  encumbered  equip- 
ment. Notes  to  officers,  employees,  friends,  and  relatives  should  be 
scheduled  separately,  and  if  any  have  been  subordinated  to  other 
claims,  that  fact  should  be  noted,  and  the  claims  to  which  they  have 
been  subordinated  should  be  indicated. 

For  internal  management  purposes,  a  list  of  trade  accounts  pay- 
able should  accompany  the  report.  In  the  reports  issued  to  the  bank 
and  bonding  company,  the  ten  or  fifteen  largest  accounts  may  be  shown 
in  detail  and  the  others  lumped  together.  The  "Trade  accounts 
payable"  schedule  should  show  as  a  footnote  any  disputed  payable  or 
other  item  which  might  affect  the  contractor's  credit,  such  as  a  very 
large  advance  purchase  made  to  secure  scarce  materials,  or  at  bargain 
prices. 

Taxes  payable  include  not  only  the  routine  payroll  tax,  property 
tax,  and  sales  and  use  tax  accruals,  but  may  also  include  federal  and 
state  income  taxes.  The  income  taxes  should  never  be  lumped  with 
the  other  taxes  and,  in  fact,  should  show  as  a  separate  item  on  the 
face  of  the  balance  sheet.  There  are  some  technical  objections  to 
showing  on  the  balance  sheet  of  a  proprietorship  or  a  partnership 
the  income  tax  liabilities  of  the  individual  owner  or  owners.  How- 
ever, if  the  business  is  going  to  be  called  upon  to  pay  the  money, 
the  technical  objections  must  give  way  to  the  practical  considerations, 
and  the  technical  exception  may  be  taken  in  a  footnote.  A  supporting 
schedule  may  show  the  estimated  tax,  the  prepayments,  and  the  net 
amount  of  cash  the  business  is  going  to  be  called  upon  to  supply. 

If,  for  any  reason,  taxes  withheld  from  employees'  wages  become 
delinquent,  it  is  essential  that  the  delinquency  be  shown  and  the 
reason  noted.  Withheld  taxes  are  trust  funds  and  willful  failure  to 
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pay  them  is  a  very  serious  offense.  In  fact,  the  individual  responsible 
for  the  failure  to  pay  may  be  held  personally  responsible  for  the  tax 
plus  heavy  penalties. 

Contingent  liabilities  may  include  a  number  of  items.  Following 
are  some  of  the  better  known  examples: 

1.  Notes  or  accounts  receivable  discounted  or  sold  "with  recourse." 

2.  Liens  filed  or  threatened  on  any  job. 

3.  Disputes  over  amounts  due  to  laborers,  materialmen,  or  sub- 
contractors (including  labor  disputes  involving  retroactive  pay  or 
union  health  and  welfare  fund  contributions). 

4.  Suits,  claims,  or  judgments  pending  or  unsettled. 

5.  Endorsements  or  guarantees  on  the  notes  or  contracts  of  others. 

6.  Possible  liability  for  a  share  of  joint  venture  losses. 

7.  Possible  liabilities  for  refund  of  progress  payments  made  should 
jobs  not  be  finished. 

8.  Possible  loss  on  contracts  with  a  fixed  fee  and  a  guaranteed 
maximum  contract  price. 

9.  Possible  penalties  for  alleged  violations  of  wage  and  hour  laws 
and  other  similar  statutory  or  contractual  penalties. 

10.  Possible  liquidated  damages  for  failure  to  complete  jobs  on 
time. 

11.  Possible  additional  tax  assessments. 

The  Accounting  method  or  methods  used  in  the  preparation  of  the 
statements  needs  to  be  described.  Sometimes  it  can  be  shown  in  the 
account  captions,  for  example,  "Job  revenue  (on  the  basis  of  con- 
tracts completed  and  accepted  during  the  period)"  or  "Cost  of  contract 
work  completed  (based  on  percentage  of  completion  and  including 
allowance  for  job  overhead)." 

Sometimes  the  accounting  method  cannot  be  explained  briefly 
enough  to  be  covered  by  the  caption,  and  a  note  to  the  financial 
statements  would  be  necessary.  A  typical  footnote  might  be: 

"Revenue  and  costs  on  lump  sum  and  unit  price  contracts  are  com- 
puted on  a  modified  form  of  the  completed  contract  method  under 
which  contracts  which  are  90  per  cent  or  more  complete  at  the  end  of 
the  period  are  closed.  Revenue  from  cost-plus-fixed-fee  jobs  is  taken 
into  account  on  the  basis  of  the  ordinary  rules  of  accrual  accounting. 
Income  from  joint  ventures  is  taken  into  account  as  shown  on  the 
joint  venture  books  at  the  close  of  the  period." 

Job  revenue  and  job  costs  should  be  supported  by  a  schedule  show- 
ing, in  summary,  an  operating  statement  on  each  job  together  with 
the  following  information  about  each  job: 
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1.  Original  contract  price    (estimated  in  terms  of  expected  units 
on  unit  price  jobs) 

2.  Number  and  amount  of  additive  change  orders 

3.  Number  and  amount  of  deductive  change  orders 

4.  Total  contract 

5.  Balance  of  contract  to  be  completed  after  the  statement  date 

6.  Estimated  cost  to  complete  broken  down  into  the  estimated  cost 
of: 

a.  Labor 

b.  Materials 

c.  Subcontracts 

d.  Equipment  rentals 

e.  Job  overhead 

f.  Total 

7.  Estimated  cash,  including  retention,  still  to  be  received 

8.  Estimated  profit    (or  loss)  still  to  be  earned 

9.  Cost  of  job-owned  equipment  to  date 

10.  Equipment  rentals  paid  to  date 

11.  Location  of  job 

12.  Name  and  contract  number  (if  any)  by  which  the  job  is  known 

13.  Date  presently  scheduled  for  completion 

14.  Date  presently  estimated  for  completion 

15.  Liquidated  damages,  and  completion  bonuses    (if  any) 

16.  Kind  of  work 

17.  Original  bid 

18.  Next  lowest  bid 

19.  Amount  of  bond   (if  any) 

20.  Bonding  company    (if  any). 

If  a  blanket  job  order  number  is  assigned  to  a  large  number  of 
small  jobs,  the  total  should  be  reported  as  a  single  job. 

When  subcontractors  are  doing  an  important  part  of  the  work, 
it  is  not  uncommon  to  see  prepared  for  the  bank  a  so-called  "ex- 
posure schedule"  which  deducts,  from  the  remaining  work  to  be  done 
on  each  job,  the  amount  that  is  to  be  done  by  subcontractors.  The 
function  of  this  schedule  is  to  show  the  banker  what  part  of  the 
risk  and  the  financial  load  is  being  carried  by  subcontractors. 

Sample  Statements 

Schedule  16.1  presents  a  series  of  financial  statements  in  a  form  that 
might  be  used  for  the  management  of  a  small  building  contractor. 
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SCHEDULE     16.1 /FINANCIAL    STATEMENTS     FOR    SMALL     BUILDING 
CONTRACTOR 

Ecks  and  Wye  Construction  Co. 

Balance  Sheet — June  30,  19 — 

Assets 

Current  assets: 

Cash   (Schedule  1) 

Receivables   (Schedule  2) 

Cost  of  jobs  in  progress   (Schedule  3) 

Inventories  of  supplies  and  tools 

Prepaid  expenses    (Schedule  4) 
Total  current  assets 
fixed  assets   (Net)  (Schedule  5) 
Other  assets   (Schedule  6) 
Total  assets 


me  30, 

May  31, 

Increase  or 

19— 

19— 

decrease 

i  3,780 

$  3,322 

$  458 

21,570 

20,258 

1,312 

1,957 

3,005 

(1,048) 

875 

930 

(55) 

1,558 

1,340 

218 

$29,740 
$27,750 
$  4,220 


$28,855 
$23,480 
$  4,560 


$61,710        $56,895 


$    885 
$4,270 
$  (340) 
$4,815 


Liabilities 
Current  liabilities: 

Note  payable  to  bank  (Schedule  7) 
Accounts  payable — trade  (Schedule  8) 
Due  to  subcontractors — current 

(Schedule  9) 
Due  to  subcontractors — retention 

(Schedule  9) 
Equipment  contracts — current 

(Schedule  10) 
Accrued  liabilities   (Schedule  11) 
Miscellaneous  current  liabilities 

Total  current  liabilities 
Equipment  contracts — long-term 

(Schedule   10) 
Partners'  equities   (Schedule  12) 
Total  liabilities 


$  4,000 

$  4,000 

$  - 

7,880 

7,100 

$  780 

6,330 

5,990 

340 

1,275 

985 

290 

1,550 

1,400 

150 

2,440 

2,120 

320 

150 

100 

50 

$23,625 

$21,695 

$1,930 

$  9,650 

$  9,350 

$  300 

$28,435 

$25,850 

$2,585 

1,710         $56,895 


$4,815 


Ecks  and  Wye  Construction  Co. 
Schedules  to  the  Balance  Sheets 
June  30,  19— 
Schedule  1 — Cash 

Petty  cash  $    150 

First  National  Bank — General  account  3,130 

First  National  Bank — Payroll  account  500 

Total  cash  $3,780 
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SCHEDULE    16.1 /STATEMENTS    FOR   SMALL   BUILDING    CONTRACTOR 
(Cont.) 

Schedule  2 — Receivables 
Progress  billings  on  jobs 

7  S  8c  Y  Corp. — relocate  railway  spur 

8  County  of  Butte — hospital  repairs 

9  Riskeway  Stores — store  building 
10     Plastimold  Corp. — warehouse 
12     E.  Z.  Doe — residence 

Total  progress  billings  $12,340 

Advance  to  Ecks-Wye-Zee  joint  venture 
Bid  deposit 

Construction  Equipment  Corp.    (for  used  International  truck) 
Total 


Current 

Retention 

Total 

$  2,375 

$1,250 

$  3,625 

2,940 

1,770 

4,710 

2,190 

530 

2,720 

1,885 

370 

2,255 

2,950 

295 

3,245 

$4,215 


$16,555 

$  3,000 

1,000 

1,015 

$21,570 


Schedule  3 — Cost  of  jobs  in  progress  not  yet  billed 

Items 
Labor 
Materials 
Equipment  rental 
Subcontracts 
Overhead  allocated 


Schedule   4 — Prepaid   expenses 


Prepaid  insurance 
Employees'  expense  advances 
Stationery  and  office  supplies 


Schedule  5 — Fixed  assets 

Heavy  equipment 
Automobiles  and  trucks 
Planing  mill  equipment 
Power  tools 


*  Covered  by  chattel  mortgage  securing  long-term  equipment  loan.  See  Schedule  10. 
These  items  were  bought  new  since  Jan.  1,  1954,  and  have  been  depreciated  by  the  de- 
clining balance  method. 


Job  11 

Job  13 

Total 

$    566 

$137 

$    703 

234 

403 

637 

— 

150 

150 

230 

— 

230 

142 

95 

237 

$1,172 

$785 

$1,957 

$1,050 

350 

158 

$1,558 

Cost 

Depreciation 

Net 

$34,500* 

$19,440* 

$15,060 

18,300* 

9,215* 

9,085 

8,675 

6,880 

1,795 

4,905 

3,095 

1,810 

$66,380 

$38,630 

$27,750 
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SCHEDULE    16.1 /STATEMENTS    FOR    SMALL   BUILDING    CONTRACTOR 
(Cont.) 

Schedule  6 — Other  assets 


Returnable  containers  $  375 
Airline  credit  card  deposit  500 
Utility  deposits  180 
Cash  bond — California  sales  tax  1,500 
Due  from  Deposit  and  Fidelity  Corp.  (disputed  claim  on  subcon- 
tractor bond)  1,665 

$4,220 

Schedule  7 — Note  payable  to  bank 

Six  per  cent,  120-day,  unsecured  note  payable  to  First  National  Bank 

August  5,  19—.  $4,000 
This  is  a  renewal  of  the  unpaid  portion  of  $8,000  borrowed  to 
finance  the  starting  of  Job  8. 

Schedule  8 — Accounts  payable 

Earl  E.  Bird  Building  Materials  Co.  $2,017 

Transport  Ready-Mix  Concrete  993 

H.  Beam  Steel  Co.  878 

Engineering  Supply  Co.  366 

Old  Pine  Lumber  Co.  944 

Home  Town  Motors  232 

Ketchum  &  Skinner — insurance  claim  889 

Contractor's  Equipment  Corp.  744 

Other  accounts  payable  under  $100  817 

$7,880 
Schedule  9 — Due  to  subcontractors 


Job 

No.  Sucontractor's  name 

7  Railroad  Specialty  Co. 

8  B  &  C  Plumbing  Co. 

8  Super  Q  Electric  Co. 

9  B  &  C  Plumbing  Co. 
9  Super  Q  Electric  Co. 

10  B  &  C  Plumbing  Co. 

11  Howard  Digges  Construction 

12  Day  Electric  Co. 

12  Knight  Plumbing  Co. 

12  Formmasters  Corp. 


Currently 

Retained 

due 

percentage 

$    975 

$ 

177 

884 

207 

451 

96 

775 

195 

990 

99 

558 

104 

207 

23 

683 

158* 

446 

123* 

361 

93* 

$6,330  $1,275 


*  Retained  percentage:   25  per  cent,  in  accordance  with  contract  requirements. 
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SCHEDULE    16.1 /STATEMENTS    FOR   SMALL   BUILDING    CONTRACTOR 
(Cont.) 


Schedule  10 — Equipment  contracts 

Items 
6  per  cent  notes  payable  to  Mark  Ecks,  father  of  one 
of  the  partners,  secured  by  a  chattel  mortgage  on 
equipment  costing  $52,800.  Payments  are  on  the 
basis  of  rent,  but  the  principal  is  payable  in  any 
event  in  5  years.  Current  portion  is  estimated  as  the 
amount  which  will  become  due  in  the  current  year. 

Schedule  11 — Accrued  liabilities 


Current 
portion 


Long- 
term 


$1,550 


.$9,650 


Interest  accrued  on  bank  loan 

Interest  accrued  on  equipment  loans 

Withheld  from  employees  for  taxes 

Employer  payroll  taxes 

Workmen's  compensation  and  liability  insurance 

Sales  and  use  taxes 


Schedule  12 — Partner's  equities 


Initial  investment 
Retained  earnings — prior  years 
Earnings — current  year  to  date 
Withdrawals — current  year  to  date 


$     40 

s 

290 

1,275 

575 

ty  insurance 

230 
30 

$2,440 

I.M.  Ecks 

N.O.  Wye 

Together 

$  7,500.00 

$  7,500.00 

$15,000.00 

4,500.00 

4,500.00 

9,000.00 

8,217.50 

8,217.50 

16,435.00 

(6,000.00) 

(6,000.00) 

(12,000.00) 

$14,217.50 

$14,217.50 

$28,435.00 

19 


Note:  Partners'  personal  income  taxes  were  paid  on  estimated  earnings  to  date  on  June  15, 


Ecks  and  Wye  Construction  Co. 

Summary  of  Income  and  Expense 

For  the  Six  Months  Ended 

June  30,  19— 

Income: 

Gross  contract  revenue 

Less:   Unearned  contract  revenue 

Net  contract  revenue    (Schedule  A) 
Cost  of  contract  work    (Schedule  A) 

Income  from  contracts 
Other  income   (equipment  rentals) 
Total  income 


$150,000 

3,850 

$146,150 

124,213 

$  21,937 

5,978 

$  27,915 
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SCHEDULE    16.1/ STATEMENTS    FOR    SMALL  BUILDING    CONTRACTOR 
(Cont.) 

Expenses   (deduct)  : 

Bidding  expense    (Schedule  B)  10,922 
General  and  administrative 

expense    (Schedule  B)  12,739 

Overhead  applied  to  jobs   (Schedule  B)  (12,181) 

Total  expense  $  11,480 


Ecks  and  Wye  Construction  Co. 

Schedule  B  to  the  Summary  of  Income  and  Expense 

For  the  Six  Months  Ended  June  30,  19— 


Net  Income  $  16,435 


Allocation 

of  overhead 

Items 

Bidding 

General 

Total 

Salaries   (Note  1) 

$  8,400 

$  8,700 

$17,100 

Rent 

240 

300 

540 

Repairs  and  maintenance 

60 

48 

108 

Automobile    expense 

670 

540 

1,210 

Depreciation — nonoperating 

300 

360 

660 

Stationery  and  supplies 

150 

120 

270 

Telephone   and   telegraph 

122 

90 

212 

Travel 

900 

618     ' 

1,518 

Utilities 

60 

36 

96 

Insurance — other   than   payroll 

225 

225 

Taxes 

877 

877 

Interest 

390 

390 

Bad  debts 

40 

40 

Legal  and  auditing 

300 

300 

Miscellaneous  bidding 

20 

20 

Miscellaneous  general 

95 

95 

Total 

§10,922 

$12,739 

$23,661 

Transferred  to  jobs  on  basis 

of  direct  labor  hours 

(7,302) 

(4,879) 

(12,181) 

$  3,620 

$  7,860 

$11,480 

Note  1:  The  two  partners  each  draw  $1,000  per  month,  which  is  charged  to  their  draw- 
ing accounts  and  not  to  overhead. 
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If  job  accounting  is  decentralized  the  statements  are  somewhat 
like  those  of  a  separate  construction  company  engaged  on  only  one 
job.  The  most  important  difference  lies  in  the  equity  section  of  the 
balance  sheet,  where  a  condensed  operating  statement  is  often  given 
instead  of  being  set  forth  on  a  separate  statement.  Another  difference 
is  in  the  statement  of  job  revenues  and  costs,  which  usually  appears  in 
the  form  of  a  cost  statement  by  work  items.  Still  another  difference  is 
in  the  form  of  the  balance  sheet,  which  is  more  like  a  trial  balance 
than  a  formal  financial  statement.  Also  common  is  the  practice  of 
deferring  and  amortizing  general  expense.  Schedule  16.2  illustrates 
these  points. 

SCHEDULE  16.2  FINANCIAL  STATEMENT  FOR  A  DECENTRALIZED  JOB 


Ecks  and  Wye  Construction  Co. 

General  Ledger — Contract  51 

Mountain  City,  Calif. 

At  close  of  business  for  month  of  February,  19 — 

Assets 

Cash : 

Petty  cash  $        50.00 

First  National  Bank — General  account  2,150.00 

Security  Bank — Payroll  account  1,000.00 


Accounts  receivable: 

Approved  progress  billings 
Retained  percentages 
Progress  billings  not  yet  approved 
Employees'  accounts 
Miscellaneous  receivables 
Fees  receivable 
Reimbursable  costs 
Reimbursable  costs  unbilled 
Reimbursable  costs  accrued 


$28,500.00 

15,000.00 

14,500.00 

75.00 

2,100.00 


$     3,200.00 


Materials  and  supplies: 

Purchases  for  warehouse 

$21,500.00 

Credits  for  warehouse  issues 

$  8,100.00 

Credits  for  warehouse  sales 

900.00 

9,000.00 

Mess  hall 

Food 

$  1,150.00 

Commissary  merchandise 

200.00 

Machine  shop  operation 

$  2,875.00 

Credits  for  machine  shop  work 

2,350.00 

525.00 

60,175.00 


12,500.00 


1,875.00 
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SCHEDULE    16.2/ STATEMENTS    FOR    A    DECENTRALIZED    JOB 

(Cont.) 


Deferred  charges  and  other  assets: 

Plant  and  moving  in  $37,750.00 

Credits  for  amortization  18,900.00 

General  expense  14,200.00 

Credits  for  amortization  12,550.00 

Refundable  deposits 
Debits   (unallocated) 
Equipment  rental  suspense 
Returnable  containers 

Equipment  (job  owned): 
Major  equipment — cost 

Depreciated  cost  transferred  $      500.00 

Depreciation  charged  to  job  2,400.00 

Minor  equipment — salvage  value 
Cost  to  be  depreciated 
Depreciation  charged  to  job 
Total  assets 

Ecks  and  Wye  Construction  Co. 

General  Ledger — Contract  51 

Mountain  City,  Calif. 

At  close  of  business  for  month  of  February,  19 — 

Liabilities 

Accounts  payable: 

Accounts  payable — general  $12,750.00 

Contract  advances  received 


$18,850.00 

1,650.00 
180.00 

20.00 

$  4,800.00 
2,900.00 


Due  subcontractors 

Due  subcontractors — retained  percentages 

Group  hospitalization  insurance 
Accrued  payroll 

Accrued  S.S.  and  withholding  taxes: 
Federal  withholding  tax 
State  withholding  tax 
Payroll  deductions   (F.I.C.A.) 
Company    (F.I.C.A.) 
State  payroll  deductions 
State  unemployment — company 
Federal  unemployment  tax 


,600.00 
950.00 


20,700.00 


1,900.00 


$100,350.00 


$  1,200.00 

200.00 
200.00 
200.00 
500.00 
150.00 


$12,750.00 


3,550.00 

100.00 

1,250.00 


2,450.00 
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SCHEDULE     16.2/ STATEMENTS    FOR    A    DECENTRALIZED    JOB 
(Cont.) 


Other  accrued  expenses: 
State  and  county  property  tax 
Accrued  insurance — compensation 
Accrued  insurance — P.L.  and  P.D. 
Accrued  insurance — E.L.  and  O.D. 
Accrued  power  bill 
Accrued  rental — outside  equipment 
Unclaimed  wages 

Reserves: 

Dismantling  and  moving  out 
Uncompleted  work 
Unallocated  credits 

Total  liabilities 
Due  to  head  office 


200.00 

1,400.00 

200.00 


150.00 

2,700.00 
500.00 


Operations 


Contract  revenue: 
Cost  of  contract: 


$175,500.00 
155,000.00 


Other  operations: 

Total  liabilities  and  operations 


$20,500.00 
1,300.00 


1,950.00 


3,200.00 

$25,250.00 

53,300.00 


21,800.00 
$100,350.00 


Ecks  and  Wye  Construction  Co. 

Expense  Ledger — Contract  51 

Mountain  City,  Calif. 


At  close  of  business  for  month  of  February,  19 — 

Additions     Balance 

Balance 

for 

for 

unamortized 

current 

job   to 

to 

Plant  and  moving  in: 

month 

date 

date 

Temporary  buildings 

$ 

$  5,000.00 

$  2,500.00 

Utilities  installations 

— 

2,000.00 

1,000.00 

Built-in  construction  plant 

5,000.00 

23,000.00 

11,500.00 

Unloading,  assembling,  and 

erection 

— 

2,000.00 

1,000.00 

Transportation 

— 

3,000.00 

1,500.00 

Dismantling   and   moving   out 

— 

2,750.00 

1,400.00 

Miscellaneous 

Total 

$5,000.00 

$37,750.00 

$18,900.00 

— 

$  3,000.00 

200.00 

1,500.00 

300.00 

1,000.00 

200.00 

500.00 

200.00 

100.00 

200.00 

50.00 

100.00 

100.00 

200.00 

900.00 

4,500.00 
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SCHEDULE    16.2/ STATEMENTS    FOR    A    DECENTRALIZED    JOB 

(Cont.) 

General  expense 

Surety  bond  premium  $  —    f  3,000.00     $  1,500.00 

Management  and  supervision  salaries 

Office  salaries 

Engineering   salaries 

Warehouse  salaries 

Insurance — other  than  payroll  insurance  200.00  150.00 

Taxes — other  than  payroll  taxes 

Auto  expense 

Warehouse   expense 

Home  office — interest 

Home  office — general  expense 

Interest — other  than  home  office 

Losses  from  bad  accounts 

Telephone  and  telegraph  50.00  200.00 

Light  and  power 

Legal  expense 

Travel 

Stationery  and  office  supplies 

Meals — mess  hall 

Safety  expense — including  hospital  gain 

or  loss 
Engineering  supplies  and  expense 
Rent — office 

Depreciation — office  equipment 
Camp,  commissary  and  mess  hall — 

net  gain  or  loss  $1,500.00    $  2,500.00  — 

Cash  discounts  earned — credit  (25.00)         (100.00)  — 

Miscellaneous  general  expense 

Total  $3,575.00    $14,200.00    $  1,650.00 


100.00 

200.00 

50.00 

100.00 

50.00 

100.00 

346    16:   FINANCIAL    AND    COST    REPORTING 


CO 

O 


a 

UJ 

N 

< 

i- 
Z 
ui 


en 
O 


i— 

z 

ui 

i- 
< 
i- 
«/> 
\ 
es 


s  § 


bo 

G 

G 


p 

J 

u 

o 

G 

03 

r> 

C 

<*-. 

CJ 

O 

j3 

G 

<   J 

03 

L 

u 

ui 

G 

.,_, 

[A 

0 

G 

s 

u 

u 

fl) 

>-. 

u 

u! 

£ 

03 

03 

73 

CO 

C 
G 
O 

G 

CO 

CO 

O 

o 

CJ 

0 

Vi 

lo 

O 

O 

LO     O 

o 

LO 

in 

© 

CN    O 

Tf 

o 

cm' 

oo' 

O     LO 

o 

r- 

>-> 

O 

t& 

.i    "« 

oo 

O 

oo 

■*  o 

so 

^ 

"!f 

CO 

*0 

CN    O 

CO 

© 

vs 

*1 

© 

CN 

CO 

o  od 

o 

•te 

so 

.§ 

^ 

b 

-« 

<3 

t*> 

O 

o 

OS    CO 

CN 

a 

Th 

en 

LO 

T^       CO 

CO 

o 

6^ 

CN 

CO 

o  r~-" 

SO 

o 

o 

o 

O 

o  o 

o 

O 

v>    <4j    <^ 

o 

LO 

O 

o  o 

LO 

o 

tj    s  ■« 

©^ 

r-^ 

tF 

LO     SO 

CN 

LO 

©" 

oo" 

>** 

CN"  Cs" 

LO" 

T— 1 

T— 1 

CO 

r~- 

Co     *~    *» 

T— 1 

Q 

&$ 

^ 

~<3 

o 

o 

o 

O    Tl- 

LO 

C3S 

o 

lo 

o 

CO    o 

CN 

r-- 

3    «**     ^s 

©^ 

©^ 

so 

Tl"    CTs 

CN 

a 

•ill 

so" 

OS 

OO" 

uo" 

T— < 

cn"  lo" 
CO 

oo" 

LO 

s 

t& 

<5^ 

o 

o 

O 

o  o 

O 

o 

"S     © 

o 

LO 

o 

O     LO 

o 

o 

S     **      <a 

o 

o 

CO 

CN     LO 

CN 

o 

a    s_    hS 

"8    5    O 

Tt- 

OO 

LO 

T-H     LO 

LO 

^  s  ■« 

OS 

^H 

CO 

LO 

<u 

© 

o 

o 

O    00 

LO 

1 

o 

o 

o 

O    CN 

CN 

on 

LO 

00 

O     LO 

so 

o" 

to" 

o" 

^ 

£ 

© 

CM 

T— t 

a 
©? 

.^ 

o 

o 

o 

o  o 

O 

~»     <o 

o 

o 

o 

o  o 

O 

*3     <3 

©^ 

o 

©^ 

o   oo 

O^ 

2  ! 

so" 

CO 

■^ 

cn" 

LO     T— 1 
CO 

Tt-" 

<o 

CO 

-Q 

£i 

<u 

CJ 

T3 

-a 

V    73 

03 

"a, 

3 

3 

03 

.s 

o 

G 
U 

u 

H  3 

■£ 

-a" 

a    «r 

"c3 

J4 

G 
03 

.rt      V 

QJ 

s 

u 

a 

a 

^      CJ 

aj    c3 

s 

*H 

1 

1 

-C 

8   a 

G 

a 

G 

G 

T3    -S 

O 

_o 

.2 

_g 

8  « 

G 

03 

< 
o 

P3 

> 

03 
> 

03 

03 
> 
03 

0     S 

CJ 

o 

CJ 

CJ 

.G     G 

CO 

X 

OJ     o 

§ 

H 

IH 

CN 

CO 

Tl-     LO 

sO 

SAMPLE    STATEMENTS 


347 


CO 

O 


a 

us 
N 

-J 
< 

I- 

z 

U 


an 
O 


v% 

i— 
Z 
ui 

UJ 

I- 

< 

tn 

cs 


81 

■  ■■    o 


bo 
C 

a 


o 

a 

u 

ri 

0 

i-i 

^ 

o 

o 

efl 

3 

1 

U 

i-i 

1 

00 

>. 

a 

a 

0 

a 

V 

d 

<u 

<u 

G 

^ 

Iti 

Sj 

<: 

CO 

G 

■a 

<u 

O 

G 

5 
G 

s 

£* 


comple- 
tion 

m  id  o  o  m  so 
o\  r-~-   o   od   cn   in 

ui    0O    C\    N    N    n 

1 

K 

o  o  o  o  o  o 

O    m    O    O    O    m 

o  h   t   m  >o  n 
o"  oo"  -vtr  of  on" 

T-H                     ^                     CO 

o 
o 
in 

in" 
r- 

K 

<3 

a 

o  o  o  o  oo  m 

O    O    O    O    CM    CN 

o   m  oo   o  in   vo 
o"  en"  t-T  o" 

O                                    T-t 

CM 

t-1 

a 

•Is* 

a 

a 
S 

o  o  o  o  o  o 
o  o  o  in  o  o 
oo  o  o  r--  o  ^o 

^t-"  o"  *o"  oo"  in"  ^h" 

O0       T— 1       T— 1                     CO 

o 
in 

vo" 
in 
en 
&=? 

4 

in   o   o  in  o  O 
in  in   o  cm   o  -3- 
*  cm   oo'      "in 

a 

O    O    O    O    O    O 

o  o  o  o  o  o 

©    O^  O^  O^  00^  o^ 

\o"  ^"  cm"  in"  t-T  ■**■" 

m               en 

en 

s 

1.  Excavation  —  earth,  cu  yd 

2.  Excavation  —  rock,  cu  yd 

3.  Excavation  —  hand,  cu  yd 

4.  Reinforcing  steel  in  place,  lb 

5.  Concrete  in  place,  cu  yd 

6.  Miscellaneous  metal  in  place,  lb 

►J 

< 

H 
O 

H 

348     16:   FINANCIAL    AND    COST    REPORTING 

SCHEDULE    16.2/ STATEMENTS    FOR    A    DECENTRALIZED    JOB 

(Cont.) 


Ecks  and  Wye  Construction  Co. 

Accounts  Receivable — Contract  51 

Mountain  City,  Calif. 

At  close  of  business  for  month  of  February,  19 — 


Name 

Amount 

Under 
60  days 

Over 
60  days 

Over 
90  days 

Estimates 

E.  Z.  Doe  Co.,  Inc. 

Progress  billing  11 
E.  Z.  Doe  Co.,  Inc. 

Retained  percentage 
Progress  billing  12 

not  yet  approved 

$28,500.00 

15,000.00 

14,500.00 
$58,000.00 

$28,500.00 

7,000.00 

14,500.00 
$50,000.00 

$ 
4,000.00 

4,000.00 

$4,000.00 

$4,000.00 

Employees 
W.  T.  Jones 
J.  S.  Smith 

$        50.00 

25.00 

$        75.00 

$        50.00 

$ 

25.00 

$       25.00 

$        50.00 

Miscellaneous 

Zee  Equipment  Co. 
Notany  Co. 

$  1,900.00 

200.00 

$  2,100.00 

$  1,900.00 

$ 

200.00 

$    200.00 

$  1,900.00 

Ecks  and  Wye  Construction  Co. 
Subcontract  Accounts — Contract  51 
Mountain  City,  Calif. 
At  close  of  business  for  month  of  February,  19- 


Amount  of 

Due  on 

Subcontractor 

Amount  of 

work 

Due  on 

retained 

subcontract 

performed 

estimates 

percentages 

ABC  Concrete  Co. 

800  Main  Street 

Chico,  Calif. 

$20,000.00 

$8,500.00 

$2,600.00 

$950.00 
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SCHEDULE    16.2/ STATEMENTS    FOR    A    DECENTRALIZED    JOB 
(Cont.) 

Ecks  and  Wye  Construction  Co. 

Monthly  Report  of  Camp  and  Mess  Operations — Contract  51 

Mountain  City,  Calif. 

At  close  of  business  for  month  of  February,  19 — 

Current  month  To  date 


Mess  operations 

Mess  revenue: 

Payroll  deductions 

$1,600.00 

$2,500.00 

Cash  meal  sales 

100.00 

200.00 

Executive  and  guest  meals 

50.00 

100.00 

Other  mess  revenue 

$  1,750.00 

Total  mess  revenue 

$  2,800.00 

Mess  expense: 

Beginning  inventory 

$1,450.00 

$1,450.00 

Food  purchased 

1,200.00 

2,100.00 

$2,650.00 

$3,550.00 

Less:  Closing  inventory 

1,150.00 

1,150.00 

Cost  of  food 

$1,500.00 

$2,400.00 

Fuel  and  supplies 

200.00 

300.00 

Labor 

1,100.00 

1,600.00 

Plant  amortization 

200.00 

$  3,000.00 

500.00 

Total  mess  costs 

■     4,800.00 

Net  gain   (or  loss)   from  mess 

$(1,250.00) 

$(2,000.00) 

Average  costs 

Total  number  meals  served        2253 

3733 

Cost  per  meal  served 

1.33 

1.29 

Net  loss  per  meal  served 

.55 

.54 

Food  cost  per  meal  served            .666 

.645 

Labor  cost  per  meal  served          .489 

.429 

Supply  cost  per  meal  served           .089 

.082 

Plant  cost  per  meal  served 

.089 

.134 

Total  cost  per  meal 

$1.33 

$1.29 

Camp  operations 
Camp  revenue: 
Payroll  deduction 
Other  revenue 

Total  camp  revenue 


$    150.00 


$    150.00 


$    300.00 


$300.00 
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SCHEDULE    16.2 /STATEMENTS    FOR    A    DECENTRALIZED    JOB 
(Cont.) 


Camp  expense: 
Fuel,  laundry,  and 

supplies 
Labor 

$     75.00 
50.00 

$    150.00 
100.00 

Plant  amortization 

275.00 

400.00 

550.00 

Total  camp  costs 

$ 

$ 

800.00 

Net  gain   (or  loss)   from  camp      $ 

(250.00) 

(500.00) 

Capacity  of  camp 

(number  of  men) 
Average  daily  occupancy 
Average  gain   (or  loss) 
per  man-month 

30 
25 

(10.00) 

(10.00) 

Residence  operations 

Residence  revenue 

Residence  costs 

Gain  (or  loss)  from  residences 


Ecks  and  Wye  Construction  Co. 

Summary  of  Cost  and  Revenue 

(Cost-Plus-Fixed-Fee  Contracts) 

Contract  52,  Mountain  City,  Calif.,  month  ended  February  28,  19 — 


Current 

Job  to 

year  to 

Current 

Revenue  as  shown  by  job  books: 

date 

date 

month 

Work  done  to  date 

Reimbursable  costs  billed  to 

client 

$30,000.00 

$22,000.00 

$  8,500.00 

Reimbursable  costs  unbilled 

or  accrued 

12,000.00 

9,000.00 

3,500.00 

Fee  earned 

3,500.00 

2,700.00 

850.00 

Equipment  rental  and  othei 

•  revenue 

from  client 

7,000.00 

5,200.00 

1,600.00 

Total  revenue 

$52,500.00 

$38,900.00 

$14,450.00 

Cost  of  work  done: 

Reimbursable    costs 

$42,000.00 

$30,200.00 

$11,600.00 

Costs  relating  to  contractor 

owned 

equipment 

4,000.00 

3,000.00 

1,000.00 

Total    direct   costs 

$46,000.00 

$33,200.00 

$12,600.00 

Net  to  contractor  before 

nonreimbursable  cost 

$  6,500.00 

$  5,700.00 

$  1,850.00 
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SCHEDULE     16.2/ STATEMENTS    FOR    A 
(Cont.) 


DECENTRALIZED    JOB 


Nonreimbursable  costs: 

General  expense  items  non- 

reimbursable per  contract 

$     350.00 

$     240.00 

$ 

120.00 

Home  office  charges 

(if   nonreimbursable) 

1,100.00 

1,065.00 

30.00 

Disallowed  or  suspended  costs 

50.00 

30.00 

15.00 

Total  nonreimbursable  costs 

$  1,500.00 
|  5,000.00 

$  1,335.00 

% 

165.00 

Operating  profit 

$  4,365.00 

% 

1,685.00 

Other  operations,  excess  depreciaU 

'on,  etc. 

BOOKS 

|      100.00 

60.00 

30.00 

Net  profit  as  shown  by  job 

$  5,100.00 

$  4,425.00 

$ 

1,715.00 

Estimated  amount  of  contract,  including  change  orders — $157,500.00 
Amount  of  main  office  investment  in  contract   (M-l)     — $  28,780.00 
Date  set  for  completion — June  30,  19 — 
Per  cent  of  work  done — 33.33     Per  cent  of  time  elapsed — 30 

Payrolls     Company  owned    Company  owned 
equipment  equipment 


This  month 
Previous  months 

$  8,000.00 

9,000.00 

$17,000.00 

depreciation 

rental  to 
home  office 
$2,000.00 

2,500.00 

Totals 

$4,500.00 

Superintendent 

Office 

Manager 

Ecks  and  Wye  Construction  Co. 
Summary  of  Contract  Volume  and  Uncompleted  Work 
Contract  52         Mountain  City,  Calif. 
At  close  of  business  for  month  of  February,   19 — 
Client's  Name     A.B.C.  Co. 

Unit  price  or  lump  sum Bid 

Cost-plus-fixed-fee Negotiated. 


Type  of  contract: 


1.  Amount  of  original  contract 

$120,000.00 

Fee 

12,000.00 

2.  Net  change  orders  previous  months 

$15,000.00 

Fee 

1,500.00 

3.  Change  orders  this  month  (list): 

CO.  No.  2  extension — south  wing 

$  8,181.81 

Fee 

818.19 

Total  change  orders  to  date 

$  25,500.00 
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SCHEDULE     16.2  STATEMENTS    FOR    A    DECENTRALIZED    JOB 
(Cont.) 

4.  Actual  variations  in  contract  amount  due  to  overrun    (or 

underrun)     of     quantities     on     bid     items     completed 

to  19—  $ 

5.  Rental  revenue  from  contract  owner  not  included  above 

6.  Estimated  total  amount  of  principal  contract(s)  $ 

7.  Other  contract  work  not  included  in  principal  contract(s)  $ 

8.  Total  estimated  contract  volume  $157,500.00 

9.  Amount  of  work  completed  to  date  $  52,500.00 
10.  Uncompleted  contract  volume  $105,000.00 

Date  contract  was   physically  completed    (if  completed) 

Expected  date  of  physical  completion  (if  not  completed)      June  30,  19 — 

Instructions  for  Summary  of  Contract  Volume  and  Uncompleted  Work 

1.  Amount  of  original  contract:  Enter  the  amount  which  appears  in  the 
contract  document,  or  if  no  amount  is  shown,  estimate  the  total  contract 
amount  on  the  basis  of  the  facts  known  at  the  time  the  contract  was  nego- 
tiated. For  fixed-fee  contracts  include  the  estimated  fee  in  the  gross  amount  of 
the  contract. 

2.  Net  amount  of  change  orders  previous  month:  Enter  the  net  amount  of 
additive  and  deductive  change  orders  reported  in  detail  on  previous  reports. 
Include  only  approved  changes. 

3.  Change  orders  current  month  (list):  Enter  each  change  order  that  affects 
the  amount  of  the  contract,  and  the  amount  (if  any)  by  which  the  contract 
is  changed.  If  change  order  shows  no  definite  amount,  enter  the  best  avail- 
able estimate  of  the  amount  of  the  change.  For  this  purpose,  treat  extra  work 
orders  as  changes,  but  clearly  designate  them  as  extra  work. 

4.  Actual  variations  in  contract  amount  due  to  overruns  (or  underruns)  of 
quantities  on  bid  items  completed:  Enter  the  sum  of  the  variations  in  contract 
volume  arising  from  differences  in  quantities  paid  for  and  quantities  esti- 
mated in  the  contract,  or  from  change  orders  on  bid  items  completed  and  for 
which  final  quantities  have  been  determined.  (Supporting  list  by  bid  item 
should  be  available  in  job  files.)  Enter  differences  between  estimated  costs 
or  fee  and  actual  costs  or  fee  in  the  case  of  cost-plus-fixed-fee  contracts.  This 
amount  must  be  adjusted  each  month  to  agree  with  actual  billings. 

5.  Rental  revenue  from  contract  owner  not  included  above:  Enter  the 
amount  of  equipment  rentals  billed  to  the  contract  owner  to  date,  but  only 
to  the  extent  that  such  equipment  rentals  are  not  included  in  the  contract 
under  items  1,  2,  or  3  above. 

6.  Estimated  total  amount  of  principal  contract(s):  This  amount,  the  sum 
of  the  preceding  items,  should  represent  the  known  volume  of  work  under 
contract  at  the  current  date.  If  additional  overruns  or  underruns  are  expected 
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(Cont.) 

to  be  substantial,  the  amount  should  be  included  here  and  supported  by  a 
special  schedule. 

7.  Other  contract  work  not  included  in  principal  contract(s):  Enter  here 
the  total  of  work  completed  by  and  on  the  contract  for  others  than  the  owner. 
This  item  will  include  work  for  subcontractors  and  outsiders  with  contract 
equipment  and  labor.  It  will  include  bare  equipment  rental  from  others  than 
contract  owner. 

8.  Total  estimated  contract  volume:  Enter  the  total  of  items  5  and  6  above. 

9.  Amount  of  work  completed  to  date:  This  amount  should  agree  with  the 
total  contract  revenue  as  shown  on  the  "Summary  of  cost  and  revenue"  under 
"Total  revenue." 

10.  Uncompleted  contract  volume:  Enter  here  the  difference  between  items 
7  and  8  above. 

Cost  and  Revenue  Detail 

Location:   Mountain  City,  Calif.  Month:   February.  Contract  52 
Contract  items  and  quantities  Cost  Contract  price 

Total     Unit       Total     Unit 
Nonreimbursable  costs: 
General  expense  items: 
Travel   expense   of   John   Jones,    project 

manager  $    200.00 

Donation — American  Red  Cross  100.00 

Employee  entertainment  (party)  50.00 

$    350.00 

Home  office  charges: 

Interest  on  investment  $      50.00 

Engineering  salaries  and  expenses  1,050.00 

$1,100.00 


Disallowed   costs: 

Replacement    on    defective    concrete    in 

foundation  $      50.00 


$      50.00 


It  would  be  impractical  to  attempt  to  illustrate  the  great  variety 
of  forms  used  to  report  centralized  job  site  activities.  The  degree  of 
centralization  varies  so  widely  that  forms  that  would  be  suitable  for 
one  job  might  be  completely  inadequate  for  the  next. 

If  complete  centralization  exists,  any  documents  like  delivery  tickets 
or  time  cards  are  simply  sent  to  the  main  office.  If  payrolls  and  vouchers 
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are  made,  and  paychecks  and  accounts  payable  checks  prepared  and 
distributed  on  the  job,  copies  of  all  these  and  of  the  voucher  register 
should  be  sent  to  the  main  office.  Suitable  forms  have  been  illustrated 
in  preceding  chapters. 

A  joint  venture  in  the  construction  industry  is  usually  a  special 
partnership,  of  two  or  more  companies  formed  to  do  a  particular  job. 
Hence  the  statements  shown  in  Schedule  16.2  would  be  adequate  for  its 
purposes.  However,  because  it  would  be  necessary  to  show  in  the  net 
worth  section  of  the  balance  sheet  the  details  regarding  each  venturer's 
equity  (cash  advanced,  share  of  earnings,  special  allowances  for  in- 
terest or  overhead,  withdrawals,  and  so  on),  it  would  be  necessary  to 
prepare  the  operating  statement  separately. 

Some  contractors  whose  jobs  are  decentralized  issue  the  reports  on 
a  comparative  basis,  or  show  separately  the  operating  figures  for  the 
current  period  and  for  the  job  to  date.  Others  prefer  to  make  a  com- 
parative analysis  after  the  statements  come  in  from  the  job.  The 
summary  of  cost  and  revenue  for  a  cost-plus-fixed-fee  job  (Schedule 
16.2)  is  an  example  of  the  comparative  type  of  statement. 

To  make  this  type  of  statement  for  a  cost-plus-fixed-fee  job  the 
records  should  be  kept  by  the  "profit-and-loss"  rather  than  by  the 
"owner's  equity"  method  of  cost-plus-fixed-fee  accounting. 

The  balance  sheet  with  the  operating  statement  included  in  the  net 
worth  section  can  be  applied  without  much  difficulty  to  the  "owner's 
equity"  type  of  cost-plus-fixed-fee  accounting  by  showing  reimbursed 
costs  and  earned  fees  in  the  net  worth  section.  The  cost  statement 
can  be  applied  without  difficulty  to  "cost-plus"  contracts,  as  can  the 
mess  hall  report. 

The  summary  of  cost  and  revenue  can  be  easily  applied  to  any  kind 
of  contract  by  changing  the  account  titles  to  suit  the  individual  job, 
or  to  reflect  the  company's  standard  account  classification. 

The  summary  of  volume  and  uncompleted  work  should  be  used 
to  supply  management  with  the  facts  not  shown  by  the  financial  state- 
ments as  such. 

Cost  reports  and  job  management 

Probably  the  most  important  of  all  the  cost  reports  is  the  daily 
labor  cost  report  (Fig.  8.21).  Through  it,  job  management  can  keep 
a  day-to-day  check  on  the  most  elusive  element  in  the  whole  field 
of  construction  costs.  If  this  one  report  is  received  daily,  and  is  ac- 
curate, there  is  no  better  guide  for  the  application  of  management 
control.  An  experienced  construction  man  can  compare  the  labor  cost 
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to  date,  the  total  estimated  labor  cost,  and  the  physical  work  still 
to  be  done  on  any  particular  work  item,  and  tell  with  great  accuracy 
how  well  that  part  of  the  job  is  progressing.  In  a  company  with  a 
number  of  smaller  jobs,  or  on  a  large  job  with  numerous  work  items, 
it  is  on  this  basis  that  the  man  in  charge  decides  where  to  spend  his 
own  time  and  that  of  his  supervisory  staff. 

Similar  reports  may  be  made  daily  on  materials  consumed  or  placed 
and  on  equipment  time.  Both  serve  a  purpose  similar  to  that  of  the 
labor  cost  report.  When  time  and  staff  permit,  a  daily  cost  sum- 
mary (Fig.  16.3)  can  be  extremely  useful.  Otherwise,  the  labor  sum- 
mary is  usually  the  most  effective  tool  in  helping  job  management 
direct  its  efforts  most  effectively. 

On  some  types  of  jobs,  the  most  effective  unit  of  measurement  is 
the  amount  of  material  moved  or  placed.  One  illustration  of  that  type 
of  report  can  be  found  in  the  grade  foreman's  report  (Fig.  10.13). 
On  pile  driving  jobs  the  daily  report  might  cover  the  number  of  feet 
of  piling  driven  and  the  unit  cost  per  foot.  On  concrete  jobs  the  num- 
ber of  cubic  yards  placed,  and  on  pier  or  dock  jobs  the  number  of  MBF 
(thousand  "board  feet,"  or  feet  board  measure)  of  lumber  placed  might 
be  reported.  On  this  type  of  report  the  unit  cost  of  the  work  done 
should  be  watched  closely.  Any  substantial  deviation  from  the  estimated 
unit  cost  would  constitute  a  warning  to  management,  as  would  a 
comparable  deviation  in  labor  cost.  The  important  points  are  these: 

1.  Job  management  is  a  day-to-day  and  hour-to-hour  matter,  and 
it  must  have  progress  data  on  that  basis.  If  it  is  to  be  done  properly 
the  information  on  which  it  acts  must  be  current  and  correct. 

2.  The  exact  information  needed  to  control  job  progress  varies  ac- 
cording to  the  nature  of  the  jobs  and  of  the  people  who  manage 
them.  It  is  better,  therefore,  to  determine  exactly  what  information 
is  needed  and  to  design  a  form  to  present  it,  rather  than  to  try  to  force 
all  job  progress  information  to  conform  to  a  theoretical  ideal. 

3.  The  only  reason  for  daily  cost  figures  is  to  help  job  management 
direct  its  efforts  where  they  will  do  the  most  good.  It  is  only  when 
this  purpose  is  accomplished  that  the  cost  of  compiling  daily  figures 
can  be  justified. 

Job  management  often  needs  a  detailed  analysis  of  cost  on  a  par- 
ticular work  item.  If  the  job  cost  ledger  (Fig.  15.1)  has  been  kept,  the 
information  should  be  available  there.  If  the  daily  cost  summary  (Fig. 
16.3)  has  been  kept,  the  answer  would  appear  in  that  report.  If  neither 
has  been  kept,  then  it  may  be  necessary  to  extract  the  needed  informa- 
tion from  such  basic  data  as  time  cards  and  purchase  invoices. 

Such  information  might  be  needed  for  a  number  of  purposes.  For 
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example,  price  negotiations  for  a  change  order  may  be  in  progress; 
daily  cost  reports  may  have  indicated  differences  between  the  job 
estimate  and  the  actual  operating  results  that  require  further  analysis; 
or  current  results  on  this  job  may  be  needed  for  a  guide  in  bidding 
new  work  or  justifying  a  claim  in  renegotiation  or  an  estimate  for 
financing  purposes.  Whether  any  or  all  of  these  possibilities  justify 
the  cost  of  a  job  cost  ledger  is,  of  course,  a  problem  peculiar  to  each 
contractor. 

Cumulative  cost  figures,  by  individual  work  items  and  for  the  entire 
job,  are  meaningful  to  job  management  because  they  may  be  com- 
pared to  the  total  contract  price  to  show  how  much  money  is  left  in 
the  contract  and  in  the  budget  for  each  work  item  to  complete  the 
work.  A  cumulative  form  for  labor  or  equipment  (Fig.  16.4)  provides 
such  information.  This  information,  combined  with  unit  costs  and 
elapsed  time  figures,  indicates  to  job  management  what  it  must  do  in 
order  to  earn  the  estimated  profit  on  the  job.  For  example,  if  unit 
costs  are  below  the  estimate,  but  time  is  running  short,  some  overtime 
to  bring  the  work  up  to  schedule  may  be  justified.  On  the  other  hand, 
if  unit  costs  are  high  and  the  job  is  lagging  it  means  more  and  better 
supervision  is  needed  quickly  to  bring  the  troublesome  work  item 
back  into  line  to  prevent  loss.  It  may  mean  that  work  is  being  done 
that  should  be  compensated  as  an  "extra"  and,  if  so,  the  sooner  the 
"extra"  is  claimed,  the  better.  Usually  it  means  that  either  the  work 
is  not  being  done  efficiently,  or  the  job  estimate  is  wrong.  In  either 
case,  prompt  attention  from  job  management  is  required.  . 

Cost  reports  and  general  management 

There  are  two  indicators  of  satisfactory  job  progress — time  and 
money.  Up  to  a  certain  point  the  faster  the  work  progresses,  the  less 
it  costs.  This  is  true  for  several  reasons.  Rapid  progress  means  planning 
has  been  effective,  and  there  are  few  time-consuming  errors  to  correct. 
Also,  the  faster  the  job  progresses,  the  lower  the  amount  of  overhead 
that  each  unit  of  production  has  to  carry. 

Beyond  a  certain  rate,  however,  each  unit  of  production  increases 
in  cost.  Overtime,  inadequate  space,  and  mistakes  resulting  from  speed 
and  pressure  all  contribute  to  this  loss  of  efficiency.  To  determine  how 
closely  any  particular  job  can  or  should  be  run  to  this  point  of 
diminishing  returns,  and  to  see  that  it  keeps  running  at  the  pre- 
determined rate,  is  the  job  of  general  management.  One  of  the  tools 
which  general  management  uses  to  accomplish  this  purpose  is  the  job 
progress  report   (Fig.  16.4).  This  form  shows  one  week's  progress  on 
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one  job.  It  breaks  the  job  down  into  work  items,  and  compares  the 
key  variables  (labor  and  equipment  costs)  on  each  work  item  with 
the  totals  estimated  for  that  item,  the  total  labor  or  equipment  cost 
of  the  work  accomplished  for  the  week,  and  for  the  job  to  date,  and  the 
unit  costs  according  to  the  estimate  and  according  to  the  actual  opera- 
tions. These  data,  when  combined  with  the  more  complete  figures  on 
the  monthly  statement,  give  most  key  executives  the  current  money 
figures  they  need. 

But  money  figures  alone  rarely  tell  the  whole  story.  To  supplement 
them  it  is  usually  necessary  to  have  an  additional  weekly  report  (Fig. 
16.5).  This  report  covers  weather,  work  force,  special  job  conditions, 
time  progress,  and  financial  forecast  to  complete  the  analysis  of  job 
operations  already  developed  from  the  financial  statements  and  the 
weekly  cost  reports. 

One  of  the  most  commonly  discussed  and  least  understood  uses  of 
cost  reports  is  in  bidding  other  work.  It  is  easy  to  think  that,  having 
done  a  certain  operation  before  under  a  variety  of  circumstances  and 
having  kept  accurate  cost  records  on  it,  the  unit  costs  might  be  help- 
ful in  bidding. 

Actually,  this  practice  is  dangerous  because  it  tends  to  lead  to 
bidding  at  a  fixed  price  per  unit  of  work.  For  example,  a  sewer  con- 
tractor might  find  his  trenching  costs  are  running  $1.00  per  lineal  ft. 
So  long  as  he  is  digging  the  same  type  of  trench  through  the  same 
type  of  material  he  may  use  this  figure  in  bidding,  but  suppose  in 
the  next  job  trenching  is  through  loose,  sandy  soil  that  will  not  hold 
a  bank.  Or,  suppose  the  cost  figures  were  developed  in  an  area  where 
the  soil  is  loam  overlying  a  loose  shale  at  about  4  ft,  whereas  the 
area  where  the  new  work  is  to  be  done  has  patches  of  caliche  that 
have  to  be  blasted  before  it  can  be  dug.  Or,  suppose  the  previous 
jobs  had  been  in  open  areas,  permitting  machine  digging,  whereas 
the  job  being  bid  is  in  close  quarters  and  will  require  a  large  propor- 
tion of  hand  excavation. 

The  risk  in  using  cost  figures  in  bidding  lies  in  the  ease  with 
which  an  estimator  may  assume  that  the  same  kind  of  work  will  cost 
the  same  on  all  jobs.  If  unit  prices  are  available  from  similar  jobs,  it 
is  easy  for  an  estimator,  working  against  a  bid  opening  deadline,  to 
use  them  without  considering  the  individual  problems  of  the  job 
being  bid. 

On  the  other  hand,  if  averages  may  be  safely  used,  good  unit  cost 
figures  can  make  it  possible  for  an  estimator  to  prepare  more  bids 
and  do  a  faster  and  better  job.  Thus,  on  estimating  costs  in  tract 
housing  developments,  a  degree  of  uniformity  is  assured,  and  the 
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estimator  can  assume,  for  example,  that  certain  plumbing  assemblies 
may  safely  be  prefabricated  in  the  shop,  or  that  a  given  number  of 
foundations  can  be  poured  in  a  day. 

Probably  the  safest  way  to  use  cost  figures  in  bidding  is  as  a  check 
on  the  estimator's  thinking.  If  he  is  estimating  new  work  and  the 
difference  between  the  bid  and  the  former  actual  performance  is  sub- 
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CASH  PAID  OUT 

PAYROLLS    .. 

SUBCONTRACTORS 

VENDORS 

MISCELLANEOUS 

TOTALS 


THIS  WEEK 


TO  DATE 


CASH  IN  BANK i J- 

COLLECTIONS  ESTIMATED  FOR  NEXT  WEEK 

PENDING  PARTIAL  PAYMENTS        .....  $ . 

MISCELLANEOUS  ACCOUNTS  RECEIVABLE        .         .         .         I 

TOTAL  ESTIMATED  COLLECTIONS $_ 

REMARKS  (Concerning  Changes,  Progress  Payment!,  Disbursements  end  Collections) — i 


_  Prefect  Manager 


Fig.   16.5b     Weekly  report— Reverse 


stantial,  then  he  should  find  the  reasons  for  the  difference.  If  he  is 
analyzing  operations  to  find  the  reasons  for  a  difference  between  unit 
costs  estimated  and  unit  costs  actually  incurred  on  a  current  job, 
deviations  in  the  unit  cost  of  the  same  type  of  work  on  other  jobs 
may  provide  the  answers. 

The  most  useful  application  of  cost  figures  to  bidding  is  the  analysis 
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of  each  job  after  it  is  complete,  to  account  for  differences  between  the 
estimate  and  the  actual  result.  In  this  way  errors  in  the  methods 
used  in  preparing  bid  estimates  can  be  found  and  corrected.  Equally 
important,  methods  of  operation  assumed  by  the  estimator  can  be 
compared  with  those  followed  on  the  job,  and  the  results  of  such 
study  can  be  considered  on  the  next  job  involving  similar  work. 


17 


Internal  Auditing 


Internal  auditing,  as  such,  has  not  been  widely  practiced  in  the 
construction  industry.  A  few  of  the  larger  companies  have  maintained 
crews  consisting  of  one  or  more  accountants  who  have  the  title  of 
"auditor,"  and  some  follow  a  more  or  less  systematic  internal  audit- 
ing program. 

For  the  great  majority  of  contractors,  however,  any  auditing  that 
may  be  done  is  performed  by  various  members  of  the  accounting  or 
clerical  staffs  on  a  "hit  or  miss"  basis.  In  many  of  the  smaller  con- 
struction companies,  the  public  accounting  firm  employed  to  prepare 
the  tax  returns  and  review  the  year-end  financial  statements  carries  out 
whatever  auditing  is  done. 

Field  auditing 

The  general  attitude  of  most  contractors  toward  internal  auditing 
is  pretty  well  summed  up  by  one  California  contractor  in  these  words: 
"What  is  there  to  audit?  I  see  all  the  bills  before  they  are  paid  and 
I  sign  all  the  checks.  Besides,  my  bookkeeper  is  so  honest  he  wouldn't 
touch  a  penny." 

This  reasoning  is  sound  as  long  as  the  company  is  small  enough  so 
that  one  man  knows  the  jobs  well  enough  to  identify  the  invoices  and 
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the  employees,  and  knows  whether  the  invoices  are  correct  and  whether 
the  employees  shown  on  the  payroll  are  actually  on  the  job.  This 
system  can  (and  does)  work  in  larger  operations  where  the  auditing 
functions  are  delegated  to  the  project  manager  or  superintendent  on 
large,  decentralized  jobs. 

There  is  at  least  one  good  reason  why  a  hard-headed,  fraud-con- 
scious industry  like  the  construction  industry  has  seen  fit  to  take  the 
time  of  its  top  management  to  do  its  internal  auditing.  The  reason 
is  that  very  few  accountants  have  the  technical  knowledge  of  con- 
struction work  necessary  to  do  the  job  as  it  needs  to  be  done.  In  order 
to  be  fully  effective  in  doing  the  internal  auditing  in  a  construction 
company,  the  auditor  should  be  able  to  review  the  plans,  observe 
the  job,  and  know  approximately  what  the  records  should  show.  He 
should  be  able  to  go  to  the  records  and  know  whether  they  reflect  the 
physical  progress  he  has  observed.  He  must  also  know  the  sequence  in 
which  the  physical  work  is  done.  Payroll  padding  has  often  been 
detected  simply  because  the  labor  charges  on  some  work  item  were 
out  of  line  with  physical  progress,  or  were  charged  to  a  work  item 
which  was  not  in  sequence  with  the  rest  of  the  job. 

Also,  the  top  management  of  most  construction  companies  is  made 
up  of  engineers  and  operating  men  who  look  on  auditing  as  mere 
routine  figure-checking.  They  do  not  think  of  the  function  they  per- 
form, when  they  review  payrolls  and  vouchers,  and  sign  checks,  as 
auditing.  They  regard  this  function  as  far  too  important  to  fit  their 
idea  of  auditing. 

Among  some  of  the  larger  construction  companies,  the  use  of  spe- 
cial internal  auditors  has  begun  to  gain  some  backing,  largely  be- 
cause the  demands  on  the  time  of  project  managers  and  superin- 
tendents has  become  so  great  that  some  division  of  work  has  proved 
necessary.  Also,  as  the  industry  becomes  more  accounting-minded, 
there  is  increased  recognition  of  the  need  for  more  accounting-type 
auditing  tempered  by  a  great  deal  of  technical  construction  knowl- 
edge. 

To  summarize,  most  of  the  auditing  done  on  construction  jobs 
today  is  done  by  the  person  who  reviews  the  payrolls  and  the  vouchers, 
and  signs  the  checks.  It  is  done  either  at  the  time  the  checks  are 
signed,  or  during  the  preparation  of  the  payrolls  and  the  vouchers, 
or  at  both  times.  The  accounting  personnel  are  usually  responsible 
for  the  comparisons  between  final  vouchers  and  supporting  documents, 
and  for  mathematical  accuracy.  The  project  manager  or  the  super- 
intendent (or  sometimes  the  job  engineer)  reviews  the  checks  and 
supporting  documents  for  over-all  propriety  and  reasonableness.  Any 
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additional  internal  auditing  is  done  by  head  office  personnel  who  call 
at  the  jobs  to  see  if  the  routines  called  for  by  the  company's  procedure 
manual  are  being  followed. 


General  office  auditing 

When  auditing  is  done  in  the  head  office,  it  follows,  in  many  respects, 
the  pattern  described  for  the  field.  However,  the  farther  auditing  is 
removed  from  the  point  of  actual  operations,  the  more  it  tends  to 
take  on  the  character  of  a  clerical  and  accounting  check  and  to  lose 
the  characteristics  of  critical  analysis  it  normally  has  when  done  in  the 
field.  There  are  two  important  reasons  for  this  tendency: 

1.  When  a  centralized  system  is  in  use,  the  demands  on  the  time 
of  the  principals  are  so  great  that  there  is  a  tendency  to  treat  the 
internal  auditing  lightly. 

2.  If  the  person  doing  the  auditing  is  an  accountant  or  an  office 
engineer  who  lacks  detailed  knowledge  of  the  job  itself,  he  has  no 
basis  for  comparison  beyond  the  form  followed  and  its  apparent  com- 
pliance with  the  system. 

Accordingly,  when  a  contractor's  accounting  is  centralized,  the 
internal  auditing  needs  to  be  done  by  someone  who  has  direct  per- 
sonal knowledge  of  the  job,  and  who  has  a  personal  interest  in  its 
outcome. 

No  internal  auditing  program  is  more  effective  than  the  procedure 
for  following  up  on  its  findings.  If  auditing  is  carried  out  on  the  basis 
described,  any  errors  are  corrected  at  once  and  there  is  no  need  for  fur- 
ther follow-up.  A  number  of  the  more  progressive  companies  are  finding 
that  something  more  is  needed,  particularly  if  general  management  is 
separated  from  job  management.  Someone  should  take  a  thorough, 
informed,  and  unbiased  look  at  what  is  happening  on  each  job  and 
then,  after  taking  time  to  think  about  it,  analyze  it  and  make  sug- 
gestions to  management  on  how  the  operation  can  be  improved.  This 
step  cannot  be  taken  by  job  management  because  it  has  a  project  to 
complete.  It  cannot  be  done  by  the  ordinary  accountant  or  auditor  be- 
cause he  lacks  the  construction  know-how.  It  cannot  be  done  by  the 
ordinary  superintendent  or  engineer  because  he  lacks  knowledge  of 
accounting,  taxation,  auditing,  and  finance.  Most  companies  must 
start  with  an  accountant  and  teach  him  what  he  needs  to  know  about 
construction,  or  start  with  an  engineer  and  teach  him  what  he  needs 
to  know  about  accounting,  taxation,  auditing,  and  finance.  Those  men 
who  already  have  this  combined  knowledge  are  hard  to  find,  and 
are  usually  earning  substantial  salaries. 
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Once  a  man  is  prepared  by  training  to  audit  construction  jobs,  he 
still  needs  two  important  tools.  First,  he  needs  auditable  records.  In 
other  words,  he  needs  adequate  documents  and  support  for  the  trans- 
actions he  is  reviewing.  A  good  example  is  the  general  journal.  Com- 
plete explanations  are  often  difficult  in  the  customary  two-column 
journal,  particularly  if  the  entry  is  based  on  a  large  work  sheet.  Cross 
references  to  the  work  sheet  would  be  adequate  as  long  as  the  sheet 
can  be  found,  but  if  it  becomes  lost  or  misplaced,  it  is  next  to  im- 
possible to  reconstruct  the  basis  for  the  entry.  For  this  reason,  pro- 
gressive construction  firms  are  using  journal  vouchers  so  that  the 
supporting  papers  can  be  at  hand  when  needed,  as  they  are  with 
disbursement  vouchers. 

Second,  the  auditor  needs  a  checklist  to  remind  him  of  things  he 
might  otherwise  miss.  One  such  checklist  is  shown  in  Schedule  17.1. 
Here,  the  emphasis  is  on  accounting,  but  it  need  not  be  confined  to 
that.  Each  company,  of  course,  should  prepare  its  own  checklist. 

SCHEDULE    17.1 /CHECKLIST    FOR    INTERNAL    AUDITOR 


Job  Audit  Report 


Job: 

Location: 
Dates  Visited: 


A.  Cash  on  hand 

1.  Did  you  count  it? 

2.  Did  you  reconcile  it  with  the  books? 

3.  Did  you  consider  all  possible  sources? 

4.  Do  you  feel  certain  that  all  cash  from 
miscellaneous  sources  is  being  recorded? 

5.  What  did  you  do  to  satisfy  yourself  that 
it  is  (or  is  not)  being  recorded? 

6.  Do  we  cash  personal  checks  from  cash 
on  hand? 

B.  Cash  in  bank 

1.  Did  you  reconcile  all  bank  accounts? 

2.  Did  you  trace  out  the  reconciling  items 
in  last  month's  reconciliations? 

3.  Are  any  items  from  last  month  still  open? 

4.  If   so,    have   you   satisfied   yourself   that 
they  are  proper? 

5.  Did  you  test-check  the  signatures  on  the 
checks? 


Not  See 

appli-       corn- 
Yes    No      cable       ment 
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Not  See 

appli-       com- 
Yes    No      cable       ment 

6.  In  reconciling  the  payroll  account,  did 
you  compare  the  signatures  and  endorse- 
ments on  termination  checks  with  those 
on  the  two  preceding  paychecks? 

7.  Did  you  make  a  test-check  of  the  en- 
dorsements on  the  checks? 

8.  Any  exceptions  not  satisfactorily  ex- 
plained? 

9.  Did  you  make  a  test  comparison  of  the 
checks  against  the  supporting  payrolls 
and  vouchers?  What  steps  were  followed 
in  the  test? 

10.  Did  you  compare  the  deposits  as  shown 
on  the  statements  with  the  books,  the 
detail  of  the  duplicate  deposit  slips,  and 
the  underlying  estimates,  invoices,  cash 
reports,  and  so  on? 

11.  Are  receipts  from  extra  work  being 
properly  accounted  for? 

12.  Did  all  duplicate  deposit  slips  bear  the 
bank's  stamp  and  receipt? 

13.  Did  any  duplicate  deposit  slips  show 
signs  of  alteration? 

14.  Was  there  any  substantial  lag  between 
receipt  and  deposit  of  funds? 

15.  Did  any  part  of  your  examination  give 
indication  of  signature  irregularities, 
such  as  checks  going  through  on  only 
one  signature? 

16.  Did  you  account  for  all  check  numbers? 

17.  Is  the  name  of  the  payee  visible  to  the 
signer  when  checks  are  signed? 

18.  Did  you  notice  any  weakness  in  the  con- 
trol of  cash  that  should  be  strengthened? 

C.     Purchasing  and  vouchering 

1.  Do  you  have  a  list  of  persons  authorized 
to  sign  requisitions? 

2.  Were  any  requisitions  not  signed  by  an 
authorized  signer? 

3.  Were  requisitions  coded? 
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Not  See 

appli-       com- 
Yes    No      cable       ment 

4.  Did  you  test  the  coding  for  reasonable- 
ness? 

5.  Were  any  purchase  orders  not  covered 
by  requisitions? 

6.  If  there  were  any,  was  the  omission  sat- 
isfactorily explained? 

7.  Are  purchase  orders  priced  and  coded? 

8.  If    not,    was    omission   satisfactorily    ex- 
plained? 

9.  Do  you   have  a  list  of  individuals   au- 
thorized to  sign  purchase  orders? 

10.  Did  you  test-check  the  purchase  orders 
for  authorized  signatures? 

11.  Any  exceptions? 

12.  Are  purchase  orders  issued  at  the  time 
of  purchase? 

13.  If  not,  are  confirming  orders  sent  out 
before  receipt  of  the  invoice? 

14.  Did  you  investigate  the  procedure  for 
handling  back  orders? 

15.  Is  it  adequate  to  prevent  duplicate  ship- 
ments? 

16.  Are  purchase  orders  checked,  before  be- 
ing issued,  by  someone  not  under  the 
purchasing  agent's  control? 

17.  Is  numerical  control  maintained  on  pur- 
chase orders? 

18.  Are  blanket  purchase  orders  used? 

19.  If  so,  are  there  proper  safeguards  to  pre- 
vent misuse? 

20.  Are  receiving  memoranda  prepared  at 
the  time  goods  are  received? 

21.  Are  they  compared  with  the  purchase 
orders  by  someone  not  under  the  control 
of  the  individuals  controlling  the  ware- 
house or  the  purchasing? 

22.  Are  vendors'  invoices  received  by  the  ac- 
counting department  before  anyone  else? 

23.  Are  vendors'  invoices  compared  with  the 
purchase  order  and  receiving  memo- 
randa? 
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Not  See 

appli-       com- 
Yes    No      cable       ment 

24.  Did  you  test-check  vouchers  to  see  that 
the  system  is  being  followed? 

25.  Did  your  test-check  of  vouchers  include 
a  test  of  pricing,  extensions,  and  dis- 
counts claimed? 

26.  Did  you  see  evidence  of  adequate  fol- 
low-up on  vendor's  invoices  bearing  a 
discount  to  assure  the  taking  of  all  dis- 
counts? 

27.  Is  there  any  preaudit  of  vouchers  and 
checks  before  checks  are  released? 

28.  If  so,  is  it  effective? 

29.  Does  the  project  manager  or  superin- 
tendent see  all  vouchers? 

30.  Does  he  actually  review  them  or  just 
sign  them? 

31.  Do  you  have  a  list  of  authorized  check 
signers? 

32.  Did  you  see  any  evidence  of  presigning 
of  checks? 

33.  Are  documents  supporting  paid  vouchers 
stamped  to  prevent  reuse? 

P.     Receiving  and  warehousing 

1.  Is  responsibility  for  receipt  of  materials 
and  supplies  fixed? 

2.  Is  an  adequate  system  in  effect  to  check 
incoming  materials  and  supplies? 

3.  Are  adequate  receiving  memoranda  pre- 
pared? 

4.  Is  there  any  procedure  for  checking  on 
the  person  who  receives  materials  and 
supplies? 

5.  Is  there  any  attempt  to  keep  a  perpetual 
warehouse  inventory? 

6.  If  so,  is  the  account  kept  in  terms  of 
units  rather  than  money? 

7.  If  not,  is  there  a  satisfactory  control  on 
warehouse  stocks  by  other  means?  (If 
other  means  are  used,  describe  in  com- 
ments.) 
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Yes     No 


Not 

See 

appli- 

com- 

cable 

ment 

8.  If  no  warehouse  account  is  maintained, 
is  there  an  adequate  system  for  con- 
trolling charges  for  purchased  materials 
and  supplies  to  work  items? 

9.  Is  the  system  being  followed?  What  did 
you  do  to  check  this  point? 

10.  On  the  basis  of  your  review  of  the  pro- 
cedures, personnel,  and  records,  do  you 
believe  that  all  incoming  materials  and 
supplies  are  being  properly  checked  and 
accounted  for? 

11.  Do  you  believe  that  materials  and  sup- 
plies being  taken  from  the  warehouse 
are  being  accounted  for  correctly? 

Timekeeping  and  payroll 

1.  Have  you  watched  the  operation  of  the 
system  for  reporting  field  time — brass, 
cards,  foreman's  report,  or  some  com- 
bination of  the  three?  Describe  briefly 
the  system  in  use  and  its  operation. 

2.  Did  you  check  at  least  one  payroll? 

3.  Did  you  supervise  the  distribution  of  at 
least  one  week's  paychecks? 

4.  Were  there  any  complaints  from  the 
men  on  the  accuracy  of  their  checks  for 
the  last  two  pay  periods? 

5.  If  so,  did  you  secure  satisfactory  explana- 
tions of  the  claimed  differences? 

6.  Are  the  personnel  records  in  satisfactory 
condition? 

7.  Did  you  make  test-checks  on  the  hiring 
and  termination  procedures? 

8.  If  the  job  uses  field  timekeepers,  did  you 
check  the  terminations  on  their  reports? 
If  not,  explain  how  attendance  of  em- 
ployees is  checked  by  the  job. 

9.  Is  such  a  check  effectively  maintained? 

10.  Did  you  check  the  rates  of  pay  against 
the  union  agreement? 

11.  If  such  a  check  is  made,  does  it  include 
variable  wage  rates? 
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Not  See 

appli-       cora- 
Yes    No      cable       ment 

12.  When  a  man  is  transferred  from  one 
crew  to  another  does  the  second  fore- 
man turn  in  his  time  for  the  entire  day? 

13.  Is  there  any  possibility  that  both  fore- 
men might  report  his  time? 

14.  Is  there  an  adequate  control  on  identi- 
fication badges? 

15.  When  time  comes  in  from  the  field  is  it 
subjected  to  any  check  before  being  en- 
tered in  the  records? 

16.  Would  there  be  any  way  of  detecting 
duplications  or  omissions? 

17.  If  the  job  is  subject  to  the  Bacon-Davis 
Act,  have  you  checked  the  hourly  rates 
with  the  specifications? 

18.  Did  you  note  any  possible  violations  of 
the  Copeland  antikickback  law? 

19.  Did  you  check  the  specifications  for  re- 
quirements regarding  overtime? 

20.  If  there  are  any,  are  they  being  ob- 
served? 

21.  Did  you  trace  any  checks  to  the  em- 
ployee's earnings  record? 

22.  Did  you  secure  satisfactory  explanations 
for  all  split  checks  (when  the  employee 
was  paid  with  two  or  more  checks  for 
the  same  period)? 

23.  If  facsimile  signatures  are  used,  is  a  sat- 
isfactory control  kept  on  the  machines 
and  plates? 

24.  Is  there  any  postaudit  on  payrolls? 

25.  Is  it  made  by  someone  outside  the  pay- 
roll department? 

26.  Does  it  include  a  check  of  all  documents 
supporting  earnings  of  all  employees 
paid  off  during  the  week  and  test-checks 
of  comparable  documents  of  other  em- 
ployees? 

27.  Have  you  looked  into  the  procedure  for 
handling  garnishments  and  attach- 
ments? 
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Yes    No 


Not 

See 

appli- 

com- 

cable 

ment 

28.  Have  you  any  suggestions  for  strength- 
ening  internal   control   of   payroll    and 
timekeeping? 
F.     Cost  accounting 

1.  Has  the  original  estimate  been  revised  to 
reflect  changes  in  the  manner  of  doing 
the  job? 

2.  Are  labor  costs  reported  daily? 

3.  Are  equipment  costs  reported  daily? 

4.  Did  you  look  into  the  possibilities  that 
costs  or  quantities  of  materials,  or  both, 
might  exceed  estimates? 

5.  Is  the  cost  of  extra  work  segregated? 

6.  Is  extra  work  incurred  only  on  written 
order  signed  by  or  for  the  client? 

7.  If  the  job  is  using  ready-mixed  concrete, 
dry  mix,  or  similar  materials,  are  com- 
parisons being  made  between  quantities 
shown  on  vendors'  billings  and  quanti- 
ties actually  used? 

8.  Are  labor,  materials,  and  equipment 
charges  coded  by  the  engineering  de- 
partment and  checked  by  the  account- 
ing department? 

9.  If  so,  is  the  check  effective? 

10.  If  any  attempt  were  made  to  divert  costs 
from  one  work  item  to  another,  would 
present  procedures  disclose  and  correct 
the  practice? 

11.  Have  you  test-checked  the  cost  codings 
and  traced  them  to  the  cost  ledger? 

12.  Is  the  cost  ledger  up  to  date? 

13.  How  often  are  cost  ledger  postings  made? 

14.  If  unit  costs  as  of  last  night  were  re- 
quired on  any  particular  work  item 
could  they  be  provided  some  time  to- 
day? 

15.  If  not,  how  long  would  it  take  and  why? 

16.  Can  purchase  commitments  be  deter- 
mined at  the  close  of  any  particular  day? 
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SCHEDULE    17.1 /CHECKLIST    FOR    AUDITOR    (Cont.) 

Not  See 

appli-       corn- 
Yes    No      cable       ment 

17.  Can  the  cost  per  hour  to  operate  any 
particular  piece  of  equipment  or  any 
particular  type  of  equipment  be  deter- 
mined quickly  and  accurately? 

18.  If  the  job  is  a  joint  venture,  did  you 
check  the  rentals  paid  to  each  joint  ven- 
turer against  equipment  time  records 
and  the  rental  schedule  in  the  joint  ven- 
ture agreement? 

19.  Can  repair  and  maintenance  costs  on  all 
equipment  be  determined  quickly  from 
the  records? 

20.  Can  repair  and  maintenance  costs  be 
determined  by  individual  units  and  by 
types  of  equipment? 

21.  Did  you  check  equipment  time  records 
against  rental  schedules? 

22.  If  so,  was  there  any  evidence  of  idle 
equipment  that  should  be  terminated? 

23.  If  there  is  a  mess  hall  or  a  camp,  did 
you  check  the  costs  per  meal  and  the 
costs  per  man-day? 

24.  Did  you  check  the  computations  of  per- 
centages of  completion? 

25.  If  so,  what  method  was  used?  Do  you 
consider  it  sound  in  view  of  the  nature 
of  the  job? 

26.  Did  you  inspect  the  work  visually  and 
compare  what  you  saw  with  the  per- 
centages of  completion  shown  for  the 
various  work  items? 

27.  Did  you  encounter  any  confusion  about 
which  work  item  should  be  charged  with 
certain  costs? 

28.  How  were  such  items  being  handled? 

29.  Would  it  be  feasible  to  record  man- 
hours  and  equipment  hours  as  well  as 
dollar  costs? 

30.  If  you  were  the  project  manager  would 
you  feel  safe  in  making  decisions  based 
on  our  cost  figures?  If  not,  why? 
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SCHEDULE    17.1 /CHECKLIST    FOR    AUDITOR    (Cont.) 

Not  See 

appli-       corn- 
Yes    No      cable       merit 

31.  If  you  were  an  estimator  would  you 
feel  safe  in  relying  on  our  cost  figures  in 
bidding  a  comparable  job?  If  not,  why? 

32.  Have  you  any  suggestions  for  improving 
our  job  cost  accounting? 

G.     General  accounting 

1.  Did  you  make  test-checks  of  the  accuracy 
of  coding  vouchers? 

2.  Did  you  trace  the  entries  to  the  books  of 
original  entry? 

3.  Did  you  test  the  footings  of  the  books  of 
original  entry? 

4.  Did  you  test-check  postings  and  footings 
in  the  general  ledger? 

5.  Did  you  check  the  figures  in  the  last  fi- 
nancial statements  with  the  general 
ledger? 

6.  Did  they  agree? 

7.  Did  you  check  all  general  journal  en- 
tries? 

8.  If  so,  were  they  proper? 

9.  Were  they  properly  authorized? 

10.  Were  explanations  complete  and  ac- 
curate? 

11.  Did  you  analyze  all  deferred  income  and 
deferred  cost  accounts? 

12.  If  so,  were  the  deferred  items  properly 
supported? 

13.  Does  the  job  maintain  an  equipment 
ledger? 

14.  Does  the  job  maintain  a  subcontract 
ledger? 

15.  Did  you  review  subcontract  retentions? 

16.  Were  any  released  in  advance  without 
consent  of  the  subcontractor's  bonding 
company? 

17.  Are  any  being  held  that  should  be  re- 
leased? 

18.  Did  you  reconcile  all  subsidiary  ledgers 
with  the  related  general  ledger  con- 
trol accounts? 
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SCHEDULE    17.1 /CHECKLIST    FOR    AUDITOR    (Cont.) 

See 


19.  If  any  inventory  accounts  are  carried  did 
you  see  the  actual  inventory  to  see  if  it 
looked  reasonable  in  relation  to  the 
book  amount? 

20.  Did  you  review  receivables  and  payables 
for  questionable  items? 

21.  Do  the  income  accounts  and  the  related 
receivables  reflect  all  items  of  sundry  in- 
come and  extra  work? 

22.  Are  you  satisfied  that  the  receivables  are 
in  order? 

23.  What  did  you  do  to  satisfy  yourself  on 
the  point? 

24.  Did  you  review  the  correspondence  file 
for  indications  of  unusual  or  question- 
able items? 

H.     Office  procedure 

1.  Are  files  orderly  and  complete? 

2.  Is  filing  kept  up  to  date? 

3.  Do  employees  keep  desk  files? 

4.  Are  papers  put  away  and  desks  cleared 
at  night? 

5.  Are  blank  checks  controlled? 

6.  Is  the  office  work  being  properly  sched- 
uled? 

7.  Are  insurance  reports  made  promptly  at 
the  end  of  the  month? 

8.  Are  financial  statements  prepared 
promptly? 

9.  Is  the  work  so  scheduled  as  to  allow  am- 
ple time  for  the  preparation  of  tax  re- 
turns required  to  be  filed  and  tax  data 
required  by  the  general  office? 


Not 
appli-       com- 
Yes     No      cable       ment 


Comments 


Question 
No. 


18 


Camp,  Mess  Hall,  Commissary, 
and  Protective  Functions 


The  first  step  in  setting  up  a  camp,  mess  hall,  or  commissary,  is  to 
get  from  the  manager  a  requisition  for  necessary  purchases.  Most 
experienced  camp  managers  will  have  their  own  checklists,  and  these 
will  vary  a  great  deal  according  to  the  size  and  location  of  the  jobs  the 
manager  has  worked  on  in  the  past.  Schedules  18.1-18.4  provide 
checklists  of  equipment  and  supplies  for  kitchen,  mess  hall,  and  camp. 

Once  the  requisition  is  completed,  purchase  orders  (Chap.  5)  are 
issued  for  the  basic  initial  requirements. 

Forms  and  procedures 

The  principles  followed  in  controlling  materials  and  supplies  (Chap. 
9)  apply  to  camp,  mess  hall,  and  commissary  inventories,  but  with 
special  emphasis  on  protection  from  theft.  If  camp,  mess  hall,  and 
commissary  inventories  are  not  kept  under  lock  and  key,  and  access 
is  not  carefully  controlled,  losses  can  become  serious  very  quickly. 

Whenever  a  camp,  mess  hall,  or  commissary  is  justified,  a  reason- 
able expenditure  should  be  made  to  provide  each  activity  with  its  own 
adequate,  locked  storage  room.  Once  each  storeroom  is  established,  a 
basic  inventory  list  should  be  prepared.  Usually  it  is  a  good  idea  to 
design  a  special  sheet  (Fig.  18.1)  for  each  type  of  inventory. 
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SCHEDULE    18.1 /CHECKLIST   OF    KITCHEN    AND    MESS    HALL    EQUIP- 
MENT 


Bread  rack 

Butcher  block 

Can  opener,  hotel  model  with  spare 

knives  and  gear 
Coffee  maker,  urn 
Coffee  pots,  3  gal 
Dishwasher  with  necessary  tables 
Doughnut  cutters 
Egg  slicer 

Fans,  blower  type  for  ranges 
Fans,  electric  for  kitchen  and  mess 

hall 
Flour  sifter 

Food  storage  containers 
Freezer,  deep  freeze 
Freezer,  walk-in  type 
French  fry  cutter 
French  fryer 
Fryer,  electric 

Garbage  cans,    10,   20,   and   36  gal 
Grater,  4-sided,  9  X  4  X  4  in. 
Griddle,  automatic 
Hand  truck 
Hot  food  tables 
Ice  cream  freezer 
Ice  machine  with  storage  bin  and 

spare  parts 
Ice  pick 
Juice  extractor 

Knives,  butcher,  12  and  14  in. 
Knives,   French  forged  bolster,   10, 

12,  and  14  in. 
Lamb  splitter,  12  in. 
Meat  and  bone  saw 
Meat  slicer 
Mixing  spoons 
Mixers,  5  and  30  qt 
Muffin  pan,  12  cup,  14x10x1%  in. 


Oven,  bake 

Pans,  baking 

Pans,  long-handled 

Pans,  loop-handled 

Pastry  tube 

Pie  server 

Pot  racks 

Potato  peeler 

Pots,  brazier,  heavy  aluminum, 
with  2  loop  handles 

Pots,  sauce,  with  cover,  various 
sizes 

Proof  box,  16-gauge  galvanized,  on 
casters 

Ranges,  fuel  to  suit  available  sup- 
ply 

Refrigerators,  walk-in 

Refrigerators,  electric  or  gas 

Refrigerator  truck 

Roast  beef  slicer 

Scale,  kitchen 

Scale,  bakers' 

Scoops,  sugar  and  flour 

Sinks 

Spatulas,  bakers'   10  and  12  in. 

Steak  cuber 

Steak  hammer 

Steel,  butchers' 

Stove,  electric  for  coffee  maker 

Tables,  cooks'  work 

Tables,  bakers' 

Tenderizer,  meat,  with  cleaning 
and  sharpening  tools 

Toasters,  electric 

Tongs,  stainless  steel  utility 

Trays,  serving,  14x18  in.  plastic 

Waste  baskets 
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SCHEDULE    18.2/CHECKLIST    OF    KITCHEN    AND    MESS    HALL    SUP- 
PLIES 


Aprons,  cooks'  and  waiters' 

Ash  trays 

Bowls,  5  and  6  in. 

Bowls,  grapefruit 

Bowls,  gravy 

Bowls,  serving 

Brooms 

Brushes,  bottle 

Brushes,  cleaning  and  scrub 

Caps,  cooks'  and  waiters' 

Cruets,  oil  and  vinegar 

Cups 

Dishtowels 

Dustpans 

Foil,  aluminum,  18  and  24  in. 

Griddle  bricks 

Ice  cream  dishes 

Ice  cream  scoops 

Ice  cream  spade 

Mats,  door 

Mats,  hot 

Mops,  heads  and  handles 

Mustard  pots  with  covers 

Napkins,  paper,  with  dispensers 


Platters,   china,    15%xl0,    13 §4x8, 

12x6  and  11x5%  in. 
Plates,  china,  10  and  8  in. 
Pot  lifters 
Plumbers'   helpers,   rubber   suction 

cups 
Salt  and  pepper  shakers 
Saucers 
Scouring  pads 
Silverware,    knives,    forks,    spoons, 

soup     spoons,     serving     spoons, 

steak  knives,  etc. 
Serving  dishes 
Soap,  bar 
Soap,  powder 
Soup  plates 
Sponges 

Spoons  and  ladles,  cooking 
Sugar  dispensers 
Syrup  dispensers 
Trays,  celery 

Uniforms,  cooks'  and  waiters' 
Vegetable  bowls 
Water  glasses 
Wooden  bowls 


SCHEDULE    18.3/CHECKLIST   OF    CAMP    EQUIPMENT 


Beds,  single,  steel 
Bedsprings,  single,  steel 
Chairs 

Coffee  tables   (for  recreation  hall) 
Lamps,  floor  and  table 
Mattresses,  innerspring 
Motion  picture  equipment   (recrea- 
tion hall) 


Side  tables 

Upholstered  chairs  and  sofas  (rec- 
reation hall) 

Wardrobes 

Washing  machine  and  laundry 
equipment 

Writing  desks 
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SCHEDULE    18.4/CHECKUST   OF   CAMP   SUPPLIES 


Bathmats 

Bathtowels  and  hand  towels 

Bedpads,  single 

Bedspreads,  single 

Blankets,  single,  woolen  and  cotton 

Bleach   (Clorox  or  equivalent) 

Brooms 

Clothesline  and  clothespins 

Disinfectant    (Lysol  or  equivalent) 

Dust  mops  and  supplies 

Dust  pans 

Floor  brushes 

Insect  spray 

Lye 


Mattress  covers 

Mops 

Padlocks  and  extra  keys 

Pails 

Pillows  and  pillowcases 

Rat  poison 

Saniflush 

Sheets,  contour  and  plain 

Soap,  hand  and  bath 

Soap,   liquid 

Soap,  laundry,  bar  and  powder 

Toilet  paper 

Washcloths 


Inventory:  With  sheets  prepared  in  advance  showing  what 
should  be  on  hand,  frequent  and  accurate  inventories  of  camp,  mess 
hall,  and  commissary  supplies  and  equipment  are  both  economical  and 
practical.  However,  when  the  totals  to  be  accounted  for  are  already 
on  the  sheets  someone  who  is  not  under  the  camp  manager's  control 
should  occasionally  observe  the  count.  Inventories  of  food  and  sup- 
plies are  best  controlled  by  perpetual  inventories  kept  on  visible-record 
cards  (Fig.  18.2).  Fresh  meat  and  vegetables  in  the  freezer  may  be  in- 
ventoried, but  unless  freezer  facilities  are  available,  these  items  must 
be  bought  from  day  to  day  and  are  best  charged  to  cost  immediately 
upon  purchase.  Withdrawals  should  be  made  on  a  storeroom  requisi- 
tion  (Fig.  18.3). 

Anything  charged  out  of  stores  is  taken  into  cost  at  once.  If  physical 
counts  are  taken  frequently,  adjustments  will  usually  be  small  so  that 
there  will  be  little  or  no  distortion  on  the  days  when  they  are  taken 
up  in  the  accounts.  Some  camp,  mess  hall,  and  commissary  reports 
make  a  daily  allowance  for  loss  and  spoilage  so  that  unless  the  loss 
exceeds  the  reserve  thus  created,  the  distortion  caused  by  adjustments 
is  eliminated. 

Purchases:  If  purchases  during  the  course  of  the  job  are  made  on 
purchase  orders  through  the  job  office,  it  is  usually  necessary  to  let  the 
disbursements  follow  the  procedures  described  in  Chap.  13.  How- 
ever, because  of  the  large  number  of  day-to-day  purchases  of  milk, 
fresh  vegetables,  and  fresh  meat,  many  contractors  give  the  camp  man- 
ager a  revolving  fund  and  let  him  buy  directly  from  the  suppliers. 
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When  this  procedure  is  followed,  there  is  little  to  be  gained  from 
using  purchase  orders.  The  control  comes  from  delivery  tickets  at- 
tached to  the  daily  report.  When  the  bill  is  paid  the  number  of  the 
check  issued  to  pay  it  is  shown  on  the  delivery  ticket  itself.  If  these 
day-to-day  purchases  are  accumulated  and  paid  monthly,  then  a  bet- 


STOREROOM  REQUISITION 

Storekeeper    Please  furnish  bearer  with  the  following.  Date. 


OUANT.TY 

UTICLH 

»>=■ 

SSBSK™ 

SSmSw            II  Signed 

I 8 B 

Fig.   18.3     Storeroom  requisition 

ter  procedure  is  to  issue  a  blanket  purchase  order  to  the  suppliers  for 
a  month's  supply,  and  to  let  the  payments  go  through  the  regular 
routine  for  voucher  disbursements. 


Income 

Income  from  camp,  mess  hall,  and  commissary  operations  comes 
from  four  sources.  First,  and  probably  the  largest,  is  from  payroll 
deductions  for  meal  tickets,  camp  accommodations,  and  sometimes 
commissary  chits.  Second  is  from  over-the-counter  sales  or  collections. 
Third  is  from  meals  and  accommodations  provided  to  subcontrac- 
tors and  others  on  the  job.  Fourth  is  from  sales  of  surplus  inventory. 

Income  from  payroll  deductions  is  controlled  by  the  payroll  de- 
partment, and  is  initiated  by  various  forms  (Fig.  8.9,  8.10,  14.4).  When 
a  meal  ticket  is  sold,  the  camp  manager  writes  a  charge  slip  which 
goes  to  the  payroll  department  to  support  the  charge.  This  form  (Fig. 
18.4)  is  designed  for  a  counter  billing  machine. 

Over-the-counter  sales  may  be  handled  either  by  a  counter  biller 
alone,  a  counter  biller  with  an  attached  cash  drawer,  or  by  a  cash 
register.  Of  course,  they  can  be  handled  through  an  ordinary  cash 


ECKS  AND  WYE 
CONTRACT  51     MOUNTAIN  CITY 

CAMP  AND  MESS  TRANSACTIONS, 

Name Date 

Cash  sale 

Charge 
sale 

Sub- 
contractor 
charge 

Paid  on 
account 

Return 
sale 

Memo 

Quantity 

Description 

Price 

Amount 

No.  S-  5024 

Fig.  T8.4     Charge  ticket 

This  slip  is  used  in  the  camp  manager's  counter  billing  machine. 
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Ecks  &  Wye 
Construction  Company 

MEAL  TICKET  NO.  1234 


Sold  to . 


Fig.  18.5     Meal  ticket 

This  meal  ticket  is  good  for  21  meals  (one  week).  After  it  is 
punched  out,  the  ticket  itself  is  turned  in  for  the  last  meal.  It  is 
wallet-sized  and  printed  on  durable  card  stock. 


Good  for  ONE  MEAL  at  the 

Ecks  &  Wye 

Construction  Company 

Mess  Hall 


Sold  to 


Not  transferable 


No.  1234 


Fig.  18.6     Meal  book 

This  coupon  is  sold  in  books  of  20.   The  cover  is  turned  in  for  the 
last  meal  in  the  week. 


drawer  or  out  of  the  manager's  pocket  too,  but  these  last  two  methods 
lack  some  of  the  more  desirable  control  features  found  in  the  others. 
The  counter  biller  form  (Fig.  18.4)  is  designed  to  handle  a  variety 
of  transactions,  including  income  from  the  third  and  fourth  sources 
mentioned  above. 

If  there  is  a  large,  high-activity  mess  hall,  a  cash  register  has  many 
advantages,  particularly  if  some  of  the  meals  are  sold  for  cash.  One 
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of  the  most  useful  features  of  a  cash  register  is  the  fact  that  it  can  be 
used  to  obtain  an  automatic  meal  count,  as  well  as  a  segregation  of 
meal  tickets  collected  (or  punched),  cash  taken  in  for  meals,  cash 
taken  in  for  meal  ticket  sales,  and  other  cash  taken  in.  However,  even 
though  a  register  were  used  in  the  mess  hall,  it  would  not  replace 
the  counter  biller  in  the  camp  manager's  office. 

A  cash  register  (or  a  counter  biller  with  a  cash  drawer  attached)  is 
also  useful  in  any  commissary  where  a  substantial  number  of  the 
sales  are  for  cash.  Receipts  from  sales  through  automatic  vending 
machines  in  the  commissary  are  usually  recorded  as  a  single  sale  at 
the  time  the  cash  is  removed  from  each  machine.  Commissary  sales, 
unlike  those  in  the  camp  and  mess  hall,  should  show  a  profit,  which  is 
controlled  by  the  markup.  Whenever  the  average  gross  profit  on  com- 
missary sales  falls  too  far  or  too  sharply  there  is  a  good  chance  that 
all  the  sales  are  not  being  recorded. 

One  of  the  problems  facing  any  company  that  makes  a  policy  of 
charging  meals,  lodging,  and  commissary  purchases  to  employees' 
accounts,  is  how  to  minimize  the  number  of  entries  required.  Flat 
daily  or  weekly  charges  for  room  or  bunkhouse  or  other  living 
quarters  are  usually  satisfactory,  but  they  breed  dissatisfaction  if  ap- 
plied to  meals,  and  are  entirely  impractical  when  applied  to  commis- 
sary purchases.  A  form  of  meal  ticket  (Fig.  18.5),  a  meal  book  (Fig. 
18.6),  and  a  book  of  scrip   (Fig.  18.7)  have  been  used  satisfactorily. 

This  discussion  has  thus  far  been  chiefly  concerned  with  recording 
the  data  from  the  operations  of  camp,  mess  hall,  and  commissary. 
The  actual  control  of  these  operations  through  accounting  lies  in 
prompt  and  accurate  reporting.  In  Chap.  16  a  monthly  report  of  camp 
and  mess  operations  (Schedule  16.2)  was  shown  and  this  is  usually 
adequate  for  a  report  from  a  job  with  decentralized  accounting  to 
the  head  office.  However,  for  job  site  control,  a  daily  report  (Fig. 
18.8)  from  the  camp  manager  is  needed. 

Note  that  in  commissary  operations,  stock  replenishment  is  treated  as 
the  cost  of  sales.  This  is  done  on  the  principle  that  the  commissary 
starts  out  with  a  basic  stock,  and  that  at  the  end  of  each  day  the 
person  in  charge  of  the  commissary  replenishes  that  stock  from  the 
camp  manager's  general  stores.  If  this  is  done  daily  the  cost  can  be 
kept  quite  accurately  with  a  minimum  of  work.  The  plant  (temporary 
structures)  write-off  and  the  depreciation  are  fixed  amounts  which 
remain  constant  in  the  absence  of  substantial  changes  in  the  plant 
and  equipment  accounts.  The  treatment  of  such  items  as  linen,  silver, 
and  dishes  varies,  but  the  tendency  is  to  treat  them  as  supplies  and  to 
spread  their  cost  over  the  expected  life  of  the  job. 
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One  of  the  problems  on  any  job  operating  a  mess  hall  is  how  to  ac- 
count for  "free"  meals  to  visiting  executives  and  guests.  To  those 
job  site  employees  (if  any)  who  are  allowed  free  mess  hall  privileges, 
free  meals  are  normally  treated  as  compensation.  The  number  of  such 
meals  would  appear  as  the  difference  between  meals  served  and  meals 
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Fig.  18.7     Scrip 

Scrip  for  commissary  purchases  is  often  sold  in  books  of  $5  or  $10. 


paid  for,  and  if  charges  were  to  be  made  at  "cost,"  they  would  be  made 
at  the  unit  cost  of  meals  served  and  the  amount  included  in  "other 
revenue."  Various  forms   (Fig.  18.9-18.11)  are  applicable. 

Loss  and  spoilage  are  most  easily  accounted  for  by  adding  an  ap- 
propriate percentage  (usually  from  1  to  5  per  cent)  to  food  costs 
reported.  However,  some  companies  prefer  to  set  the  allowance  out 
as  a  separate  line  in  the  daily  report. 
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ECKS  &  WYE 
Contract  No.  51      Mountain  City 
CAMP  MANAGER'S  DAILY  REPORT         Date. 


Men  in  Camp 

Last  night  

Arrivals  

*Departures  

Tonight  

*  Clearance  slips  attached 


Meals  Served 
Breakfast 

Lunches  (mess  hall)  . 
Lunches  (put  up) 
Dinners 
Total  meals 


CASH  RECEIPTS  AND  DISBURSEMENTS 

Change  fund  on  hand  this  morning 
Cash  received  (receipts  attached) 
Total  to  be  accounted  for 
Less: 

Cash  disbursed  —  supporting  documents 

attached  $ 

Tomorrow's  change  fund  

Cash  (over)  or  short  

Cash  accompanying  this  report 


Net  sales  on  account  —  sales  slips  attached 


Purchases  on  account  —  delivery  memoranda  attached 


Checks  written: 

Payee  Purpose  Amount 


Fig.  18.8     Camp  manager's  daily  report 


Policies 


It  is  rarely  good  policy  to  make  a  profit  on  a  camp  or  mess  hall. 
The  only  reason  for  having  such  facilities  is  that  the  job  is  remote 
and  local  accommodations  are  inadequate.  The  very  remoteness  that 
creates  the  problem  of  feeding  and  housing  employees  also  created  the 
problem  of  hiring  them  in  the  first  place.  One  way  to  get  and  keep 
capable  men  on  remote  jobs  is  to  have  good  camp  and  mess  hall 
facilities  at  minimum  prices.  One  fairly  common  rule  of  thumb  is 
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Fig.   18.9     Nonresident  meal  ticket 
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LODGING  CARD 

(No  Refund  if  Lost  or  Stolen) 

NAME 

PAYROLL  ^-itfeek  Ending  /*"X  " 

Badge  No.  M V^ / 


Fig.   18.10     Lodging  card 


that  the  company  should  equip  and  stock  the  camp,  mess  hall,  and 
commissary,  and  provide  the  temporary  buildings.  Thereafter,  these 
activities  should  charge  enough  to  pay  their  own  way. 

Subcontractors  often  wish  to  use  the  camp  and  mess  hall  facilities 
of  the  prime  contractor,  and  a  question  arises  as  to  how  much  they 
should  be  charged  for  the  service.  Certainly  the  prime  contractor 
should  not  assume  additional  out-of-pocket  losses  to  provide  such 
service,  but  it  is  easy  to  price  such  facilities  so  high  that  their  use 
by  the  subcontractor  is  not  practicable.  Therefore,  it  is  a  good  idea  for 
a  prime  contractor  to  take  into  account  any  savings  the  additional 
volume  will  make  possible,  and  to  ask  the  outside  users  to  pay  only  for 
their  proportionate  share  of  fixed  charges. 
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MEAL  TICKETS  ISSUED 

Name                                                                      Badge  No. 

Date           Tic.  No.           Charge          Date           Tic.  No.            Charge 

Fig.   18.11      Summary  of   meal   tickets  issued 


The  net  losses  which  normally  result  from  operating  a  camp  and 
mess  hall  will  usually  be  offset,  to  some  extent,  by  gains  from  the 
commissary  and  (when  one  is  operated)  the  trailer  camp.  After  off- 
setting any  gains  from  such  related  sources,  the  net  loss  becomes  a 
part  of  the  job  overhead  and  should  be  so  distributed.  If,  as  provided 
in  some  of  the  account  classifications  in  Chap.  15,  job  overhead  is 
distributed  to  the  job  cost  accounts,  the  rate  applied  should  include 
these  losses. 

Some  companies  try  to  hold  down  the  losses  on  camp  and  mess  hall 
operations  by  subcontracting  them,  and  some  even  try  to  profit  by 
selling  the  concession.  Any  apparent  saving  or  gain  is  usually  very 
expensive.  A  subcontractor  or  concessionaire  would  be  forced  to  hold 
down  quality,  variety,  and  service  so  that  he  could  operate  at  a  profit, 
and  so  would  tend  to  work  against  the  best  interests  of  the  contractor. 
The  result  is  that  very  few  concession  or  subcontract  arrangements  for 
camp  management  operate  satisfactorily  from  the  contractor's  view- 
point; they  should  only  be  considered  after  very  careful  analysis. 

Sometimes  an  unscrupulous  concessionaire  will  start  bootlegging 
liquor,  women,  and  gambling  in  the  camp.  Moral  aspects  aside,  such 
practices  can  very  quickly  cut  into  the  working  efficiency  of  the  men 
and  thus  into  the  contractor's  profits.  Moreover,  once  started,  they  are 
difficult  to  stop,  even  with  the  help  of  the  local  authorities.  If  any 
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concessionaires  or  subcontractors  are  used  in  the  camp,  mess  hall,  or 
commissary,  their  contracts  should  provide  for  cancellation  on  their 
participation  in  any  illegal  or  improper  activities. 

Some  companies  control  the  normal  loss  on  camp,  mess  hall,  and 
commissary  by  turning  over  the  whole  operation,  accounting  included, 
to  the  camp  manager.  Their  approach  is  to  start  the  camp  manager 
with  a  basic  inventory,  a  revolving  fund,  and  a  relatively  small  salary. 
Then  they  let  him  know  that  he  is  expected  to  complete  the  job  with 
what  he  has  plus  the  amounts  collected  from  the  men,  and  leave  the 
rest  strictly  to  him.  The  theory  is  that  with  the  temporary  structures, 
the  basic  inventory,  and  the  revolving  fund  representing  the  amount 
the  company  expects  to  lose  on  the  operation  of  its  camp,  mess  hall, 
and  commissary,  a  good  camp  manager  should  be  able  to  uphold 
the  quality  of  meals  and  accommodations;  and  still  be  able  to  sup- 
lement  his  salary  by  "commissions"  on  buying,  sales  of  "surplus"  items 
and  similar  methods.  However,  if  he  allows  any  substantial  stealing 
or  inefficiency,  the  margin  within  which  he  can  operate  is  reduced, 
or  the  quality  of  the  food  and  service  goes  down,  and  the  job  man- 
agement can  take  steps  to  remedy  the  situation.  In  other  words,  he  is 
still  an  employee  and,  as  such,  is  easier  to  control  than  a  subcon- 
tractor or  a  concessionaire. 

Admittedly  such  a  philosophy  is  hard-boiled.  On  the  other  hand, 
it  generally  gets  better  results  than  concessions  or  subcontracting  the 
camp,  mess  hall,  and  commissary,  and  it  does  have  the  sanction  of 
wide  acceptance  in  the  industry.  Of  course,  if  the  men  pay  nothing  for 
their  rooms  or  meals,  this  system  will  not  work. 

A  contractor  whose  operations  require  him  to  provide  a  mess  hall 
will  inevitably  be  faced  with  the  proposal  of  raising  his  own  beef  and 
pork.  The  arrangement  is  risky.  Usually  if  trouble  comes  in  the  mess 
hall  it  is  better  to  have  served  only  government  inspected  meat. 

Most  of  the  larger  and  better  managed  construction  companies  are 
finding  it  more  profitable,  if  camp  and  mess  facilities  must  be  provided, 
to  run  them  as  a  part  of  the  job,  and  to  control  their  operations 
through  physical  inspection  and  accounting. 

First  aid,  guards,  and  fire  protection 

On  most  large  construction  jobs,  first  aid,  guards,  and  the  fire  de- 
partment are  under  the  supervision  of  the  job  office  manager  or  the 
project  controller.  Their  cost  is  a  part  of  overhead  and  should  be 
distributed  as  such.  Purchases  for  these  activities  should  originate 
with  requisitions  sent  to  the  person  responsible  for  job  purchasing, 
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and  the  actual  purchases  should  be  made  through  the  usual  channels. 

In  controlling  first  aid,  the  person  responsible  needs  to  be  aware 
of  two  possible  trouble  spots.  First,  in  contracting  to  furnish  first 
aid  service  to  subcontractors  and  others  it  is  possible  to  place  the  com- 
pany in  a  position  of  agreeing  to  practice  medicine,  and  it  is  pos- 
sible to  subject  it  to  liability  for  alleged  negligence  on  the  part  of  its 
first  aid  personnel  in  handling  accidents.  Any  such  agreements  should 
be  cleared  through  the  company's  attorney.  Second,  job  dispensaries 
have  been  known  to  be  distributing  points  for  narcotics  on  the  job.  Fore- 
men should  report  all  requests  for  time  to  visit  the  dispensary  and 
repeaters  should  be  investigated.  So,  also,  should  all  dispensary  pur- 
chases and  deliveries. 

Guards  tend  to  become  careless,  and  there  is  a  possibility  of  collusive 
deals  if  they  are  in  the  same  place  too  long.  Therefore,  guards'  duties 
should  be  rotated  at  frequent  intervals  on  an  irregular  schedule.  At- 
tempts to  unionize  guards  and  firemen  should  usually  be  vigorously 
resisted.  First,  a  strike  would  leave  the  company  property  unprotected, 
and  might  well  place  the  company  in  violation  of  contractual  duties 
under  its  contract  with  the  owner,  and  also  with  the  insurance  car- 
riers. Second,  a  union  guard  may  find  himself  faced  with  the  job  of 
physically  resisting  attempts  by  fellow  union  members  to  invade  com- 
pany property. 


19 

Insurance  Problems  and 
Job  Accounting 


It  is  the  responsibility  of  general  management  to  see  that  a  con- 
struction company's  operations  are  adequately  covered  by  insurance 
and,  in  meeting  that  responsibility,  management  usually  makes  use 
of  the  services  of  an  insurance  broker.  Because  the  broker  is  customarily 
the  agent  of  the  insured,  and  not  of  the  insurance  company,  it  is  im- 
portant that  he  be  both  responsible  and  competent. 

Premiums 

Once  the  insurance  coverage  is  placed  it  is  usually  up  to  the  ac- 
counting department  to  see  that  the  necessary  reports  are  made  and 
that  any  claims  are  properly  filed  and  documented. 

Premiums  on  workmen's  compensation  insurance  are  based  on  pay- 
rolls. However,  despite  the  language  of  some  policies  and  some  report- 
ing forms,  the  base  on  which  premiums  are  computed  is  usually  not 
the  total  dollar  amount  of  the  payroll,  but  rather  the  amount  arrived 
at  by  multiplying  the  total  hours  (whether  straight  time  or  overtime) 
by  the  straight  time  rates.  For  that  reason  many  contractors  now  com- 
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pute  "gross  pay"  by  computing  total  hours  at  straight  time  and  adding 
the  overtime  bonus. 

Other  types  of  insurance  for  which  premiums  are  usually  based  on 
payrolls  include  public  liability  and  property  damage  (other  than 
automobile),  employer's  liability  and  occupational  disease,  and  group 
health  and  accident.  A  few  states,  like  California,  have  a  compulsory 
state  health  and  accident  coverage  tied  to  their  unemployment  in- 
surance laws.  In  these  states,  the  coverage  is  automatic  unless,  by  spe- 
cial permission,  it  is  written  by  private  insurance  companies.  When  it 
is  privately  written,  the  report  is  usually  a  copy  of  the  state  unemploy- 
ment insurance  tax  form.  As  for  the  other  reports  on  payroll  for  in- 
surance purposes,  each  company  has  its  own  reporting  requirements, 
although  the  differences  tend  to  be  minor.  In  any  event,  complete  in- 
structions should  be  obtained  from  the  contractor's  insurance  broker. 

For  accurate  and  timely  reporting  of  payroll  data  for  insurance 
purposes,  the  accrual  of  insurance  should  be  made  on  each  payroll, 
and  the  preparation  of  the  insurance  reports  should  be  an  item  on 
the  paymaster's  checklist    (Chap.  8). 

Public  liability  and  property  damage  insurance  on  automotive  equip- 
ment is  usually  covered  separately  for  each  piece  of  equipment 
reported,  under  a  blanket  policy.  Each  piece  must  be  reported  as  soon 
as  use  starts,  and  special  provisions  are  made  for  vehicles  not  owned 
by  the  company,  but  used  on  company  business  ("nonownership" 
coverage). 

The  so-called  "equipment  floater"  is  a  policy  that  protects  the  con- 
tractor from  loss  or  damage  to  his  equipment  from  a  wide  variety  of 
causes  including,  generally,  fire  and  storm.  There  are,  however,  cer- 
tain risks  (especially  some  marine  risks)  that  are  not  covered  by  the 
general  floater  policy.  To  facilitate  the  preparation  of  equipment 
insurance  reports,  it  is  important  that  equipment  records  show  the 
value,  for  insurance  purposes,  of  each  piece  of  equipment.  At  the 
beginning  of  the  policy  year  a  list  of  equipment  to  be  covered  and  the 
value  of  each  piece  is  furnished  to  the  insurance  company.  Thereafter 
a  report  of  changes  in  items  covered  and  their  values  is  made.  With 
most  equipment  this  procedure  is  followed  monthly.  With  automotive 
equipment  it  is  sometimes  necessary  to  report  each  piece  of  equip- 
ment as  soon  as  it  goes  into  service,  particularly  if  public  liability  and 
property  damage  insurance  is  placed  on  the  automotive  equipment 
at  the  time  the  floater  goes  into  effect. 

Builder's  risk  insurance  is  usually  placed  on  individual  jobs,  and 
the  only  reports  required  are  the  periodic  (usually  monthly)  state- 
ments of  the  value  of  materials  stored  at  the  job  site  and  cost  of  com- 
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pleted  work  to  date.  Of  course,  any  substantial  amount  of  materials 
stored  in  a  warehouse  or  elsewhere  should  have  the  usual  fire  and 
comprehensive  coverage.  If  the  amounts  vary,  a  monthly  report  is 
usually  required  on  this  type  of  insurance. 

Fidelity  bonds  may  be  set  on  the  basis  of  individual  employees,  or 
they  may  cover  any  employee  who  occupies  a  given  position.  To  cover 
individuals,  a  copy  of  the  hiring  slip  on  all  bonded  employees  should 
go  to  the  bonding  company.  To  cover  jobs,  a  periodic  report  showing 
the  names  of  the  employees  covered  and  their  positions  is  customarily 
required  (usually  quarterly  or  semiannually)  by  the  bonding  com- 
pany. 

Other  types  of  insurance — such  as  comprehensive,  fire,  burglary,  rob- 
bery, business  records,  and  business  continuation — are  on  an  annual 
basis  and  only  their  expiration  dates  need  to  be  checked. 

It  is  a  good  idea  to  charge  one  person  with  full  responsibility  for 
all  insurance  matters.  That  person  should  maintain  a  checklist  of 
all  coverage,  the  due  dates  of  reports  and  returns,  the  existence  of 
coinsurance  clauses  in  reporting-type  policies,  and  similar  matters. 
It  should  be  his  responsibility  to  follow  up  on  all  reports,  claims, 
cancellations  and  renewals,  and  all  retrospective  and  cancellation 
refunds.  To  help  top  management  keep  abreast  of  the  insurance  situa- 
tion, a  number  of  large  and  medium-sized  firms,  and  some  small  firms, 
have  an  insurance  summary  included  in  their  monthly  financial  state- 
ments showing  all  policies  and  their  current  status. 

Claims 

As  soon  as  a  man  is  injured,  a  complete  and  accurate  accident 
report  must  be  made  to  the  insurance  company.  All  companies  writ- 
ing workmen's  compensation  insurance  require  such  reports,  and  check 
to  see  that  they  are  made.  Usually  the  questions  asked  by  the  accident 
report  required  by  the  insurance  company  will  provide  a  checklist  of 
all  the  necessary  information. 

It  must  be  remembered,  however,  that  injuries  due  to  "gross  and 
willful  negligence"  on  the  part  of  the  employer  are  not  normally 
covered  by  workmen's  compensation  insurance.  It  must  also  be  re- 
membered that  a  great  many  innocent  details  can  add  up  to  a  cir- 
cumstantial case  of  "gross  and  willful"  negligence.  For  that  reason, 
any  injury  that  may  be  serious  is  worthy  of  a  special  report  of 
conditions,  including,  if  possible,  pictures  of  the  site  of  the  accident  and 
the  surrounding  area;  names,  addresses,  and  telephone  numbers  of 
witnesses;  memoranda  regarding  safety  measures  in  effect  at  the  time; 
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and  anything  else  that  might  indicate  the  exact  cause  of  the  accident. 
Compensation  insurance  rates  tend  to  be  in  direct  proportion  to 
losses  and,  since  workmen's  compensation  insurance  is  an  essential 
part  of  job  cost,  a  low  rate  of  losses  can  result  in  a  bidding  advantage. 
The  reverse  is  also  true.  A  high  accident  rate  can  force  bidding  prices 
up  and  place  the  bidder  at  a  severe  disadvantage  in  a  highly  com- 
petitive market. 

If  the  man  injured  is  the  employee  of  a  subcontractor,  or  is  merely 
a  business  visitor  on  the  job,  the  prime  contractor  must  obtain  com- 
plete details  in  provable  form.  Otherwise  he  may  find  himself  faced 
with  a  lawsuit  months  after  the  event,  and  have  nothing  with  which 
to  determine  his  liability  or  on  which  to  base  a  defense  against  an  ac- 
cusation of  negligence.  Therefore,  no  matter  who  is  injured  at  the 
job  site,  the  information  and  evidence  assembled  should  always 
be  the  same.  If  the  injured  person  is  not  an  employee,  the  accident 
should  be  reported  as  completely  as  possible  to  the  company  carrying 
the  contractor's  public  liability  insurance. 

If  job  offices  are  maintained,  it  is  usually  the  job  accountant  or  time- 
keeper who  makes  the  accident  reports.  If  there  is  no  job  office,  the 
foreman  usually  gives  the  rough  data  for  any  accident  reports  to  the 
general  office,  and  someone  in  the  accounting  department  makes  them 
up.  Accident  reports  are  too  often  looked  upon  as  an  annoying  bit 
of  clerical  routine  to  be  passed  on  to  anyone  available.  Of  course, 
if  one  person  has  responsibility  for  all  insurance  reports,  he  should 
either  prepare  or  review  the  reports. 

Automobile  accidents  must  be  reported  on  special  forms  provided 
by  the  insurer  and  in  most  states  either  the  state  or  local  police  require 
additional  reports  to  be  made  on  their  forms.  Many  states  place 
liability  on  the  owner  of  the  vehicle  as  well  as  the  driver  if  an  ac- 
cident is  caused  by  negligence,  and  in  all  states  the  general  rules  of  law 
place  responsibility  on  an  employer  for  acts  of  his  employees  in  the 
course  of  their  employment.  Because  of  this  fact,  most  contractors 
carry  insurance  against  liability  for  accidents  their  employees  may 
have  while  driving  personal  cars  on  company  business.  If  "nonowner- 
ship"  coverage  is  carried,  reports  of  on-duty  accidents  to  employees 
should  be  reported  as  completely  and  carefully  as  those  in  company 
vehicles. 

Claims  against  common  carriers  or  insurance  companies  for  shortage 
and  damage  to  goods  in  transit  are  usually  first  made  against  the 
carrier.  In  companies  that  maintain  a  warehouseman,  it  is  usually 
his  job  to  see  that  such  claims  are  made.  In  smaller  companies,  the 
losses  on  materials  and  supplies  in  transit  are  usually  reported  to  the 
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office  by  a  foreman,  and  the  claims  against  the  carrier  are  made  by 
the  bookkeeper. 

Claims  under  marine  insurance  policies  are  probably  the  least  well 
understood  by  contractors,  and  any  contractor  undertaking  water- 
front work  should  employ  an  insurance  broker  who  is  well  versed  in 
marine  insurance  matters.  Many  of  the  rules  of  negligence  in  maritime 
law  are  the  same  as  those  applicable  on  land,  but  the  tests  used  in 
applying  the  rules  often  differ  substantially.  It  can  only  be  stated  here 
that  such  differences  do  exist  and  that  they  call  for  the  services  of  a 
specialist. 

Storm  and  fire  damage  is  reported  on  an  affidavit  customarily  re 
ferred  to  as  a  "proof  of  loss."  As  soon  as  possible  after  the  storm  or 
fire,  the  damage  is  surveyed  and  estimated.  Sometimes  settlement  is 
made  from  the  estimate,  but  it  is  not  uncommon  for  the  insurance 
company  to  insist  that  the  damage  be  repaired  and  a  detailed  schedule 
of  costs  submitted.  If  this  procedure  is  followed,  it  is  necessary  to  set 
up  a  work  order  to  cover  the  repairs,  and  charge  all  the  repair  costs  to 
the  work  order.  Then  the  charges  to  the  work  order  are  documented 
in  the  same  way  as  for  cost-plus-fixed-fee  work.  As  in  such  work,  care 
must  be  taken  to  see  that  overhead  and  equipment  rates  are  adequate. 

If  the  insurance  company  pays  on  the  basis  of  the  estimate  of 
damage,  the  contractor's  unit  costs  often  form  the  basis  for  comput- 
ing the  total  amount  to  be  paid.  Unless  the  unit  costs  contain  all  the 
applicable  costs,  including  appropriate  overhead  allocations,  the  con- 
tractor stands  to  lose  by  their  application.  There  is  a  tendency  on  the 
part  of  many  contractor's  accountants  to  take  the  attitude  that,  as 
long  as  the  insurance  company  is  liable  for  a  loss,  the  matter  is  no 
concern  of  theirs.  Actually,  when  the  insurer  admits  liability,  the  ac- 
countant's work  may  be  just  beginning.  The  next  step  is  to  prove 
the  amount  of  the  loss. 

Good  cost  records  and  complete  records  of  equipment  and  inven- 
tories are  essential  to  establish  what  has  been  lost  and  what  it  cost. 
It  is  true  that  most  insurance  claims  are  based  on  "present  value" 
instead  of  cost.  It  is  also  true  that,  on  the  type  of  loss  usually  covered 
by  builder's  risk  policies,  the  number  of  units  lost  and  their  replace- 
ment cost  will  be  estimated  by  engineers.  Nevertheless,  when  differences 
arise,  as  they  frequently  do,  between  the  estimates  of  the  insurance 
company's  engineers  and  the  contractor's  engineers,  good  accounting 
records  provide  the  means  for  reconciling  them.  Lacking  such  records, 
the  contractor  usually  has  to  choose  between  an  unreimbursed  loss 
and  a  lawsuit  that  might  result  in  further  loss. 

Another  problem  that  sometimes  arises  on  damage  claims  is  the 
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allocation  of  lump  sum  insurance  settlements  among  the  prime  con- 
tractor and  subcontractors.  There  is  often  a  feeling  (sometimes 
justified)  on  the  part  of  the  subcontractors,  that  the  prime  contractor 
is  trying  to  profit  at  their  expense  in  allocating  the  loss.  If  an  over- 
collection  has  been  made,  it  is  better  to  refund  it  to  the  insurance 
company  than  to  divide  it  among  the  prime  contractor  and  subcon- 
tractors. There  are  two  good  reasons  for  this  policy.  First,  a  con- 
tractor who  has  established  a  reputation  with  his  insurers  for  strictly 
scrupulous  dealing  has  a  better  chance  of  getting  paid  on  doubtful 
claims.  Second,  excessive  payments  secured  by  overstated  or  fraudulent 
claims  can  be  recovered  by  the  insurance  company.  If,  under  such 
circumstances,  some  part  of  an  excessive  payment  had  been  passed 
on  to  a  subcontractor,  the  prime  contractor  might  find  himself  forced 
to  repay  the  insurance  company,  but  unable  to  recover  from  the  sub- 
contractor. 

The  interest  of  the  construction  accountant  in  insurance  claims 
cannot  end  when  their  amount  is  determined.  He  must  record  the 
claim  as  an  asset,  list  it  on  the  income  tax  returns,  and  report  it  on  the 
financial  statements.  Normally  a  claim  is  treated  as  a  current  ac- 
count receivable  from  nonoperating  sources.  However,  it  may  not 
always  be  so.  For  example,  if  overlapping  coverage  causes  a  dispute 
among  the  insurers  over  who  must  pay,  collection  may  be  delayed  for 
many  months.  Or  the  insurance  company  may  deny  liability  or  try 
to  reduce  the  amount  of  the  claim  because  of  a  coinsurance  provi- 
sion. Collection  of  a  claim  under  such  circumstances  may  require 
litigation,  and  the  claim  could  not  be  properly  treated  as  a  current 
asset,  either  on  financial  statements  or  in  working  capital  forecasts. 
If  the  insurer  denies  liability,  the  most  conservative  balance  sheet 
treatment  is  to  show  the  claim  as  an  asset,  reduced  by  a  reserve  for 
loss  that  is  equal  in  amount.  Normally  such  losses  should  be  claimed 
as  income  tax  deductions  in  the  year  in  which  they  occur,  and  any 
recovery  in  a  subsequent  year  should  be  treated  as  income  in  that  year. 

Accounting  for  insurance  costs 

Whenever  an  insurance  policy  is  issued,  there  should  be  a  covering 
invoice  from  the  broker.  The  amount  on  the  invoice  should  agree  with 
the  premium  information  on  the  policy  itself,  or  on  the  endorsement, 
as  the  case  may  be.  When  the  invoice  is  found  to  be  correct,  it  should 
be  so  marked  and  sent  through  to  be  vouchered  and  entered  in  the 
insurance  register.  For  most  contractors  the  standard  columnar  in 
surance  register,  in  which  the  premium  is  spread  over  the  life  of  the 
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policy,  is  adequate.  Credit  memoranda  for  subsequent  cancellations 
can  be  entered  on  a  separate  line  when  they  come  in.  Each  entry 
would,  of  course,  be  identified  by  policy  number. 

Workmen's  compensation  premiums  would  not  normally  be  recorded 
through  the  insurance  register,  but  through  the  payroll  vouchers.  The 
deposit  that  is  normally  required  is  applied  against  the  last  payment 
due  for  the  policy  year,  and  the  deposit  for  the  new  policy  would  be 
charged  to  the  "Deposits"  account. 

Each  year,  after  losses  for  the  preceding  year  have  been  determined, 
a  number  of  the  insurance  companies  make  refunds  on  premiums 
collected  from  each  company  whose  losses  are  below  an  agreed  per- 
centage of  the  premiums  paid.  These  "retrospective"  refunds  should, 
theoretically,  be  credited  back  to  the  cost  of  compensation  insurance 
and  such  treatment  is  sometimes  possible.  Usually,  however,  by  the 
time  the  retrospective  refund  is  paid,  the  year  to  which  it  relates  is 
long  since  closed.  For  that  reason  it  is  often  better  and  simpler  to 
treat  the  retrospective  refunds  as  either  a  reduction  in  the  cost  of  the 
company's  current  accident  prevention  activities  or  merely  as  miscel- 
laneous income. 


Subcontractors'  insurance  certificates 

Most  subcontracts  require  that  the  subcontractor  carry  certain  basic 
insurance,  such  as  public  liability,  property  damage,  and  workmen's 
compensation.  To  assure  the  prime  contractor  that  such  insurance  is,  in 
fact,  in  force,  the  subcontractor  secures  from  his  insurers  either  copies 
of  the  policies,  or  certificates  that  the  policies  are  in  force,  or  both. 
The  prime  contractor  should  make  sure  that  the  certificates  of  in- 
surance contain  the  provision  that  the  prime  contractor  will  be  given 
notice  before  the  policy  is  canceled  or  allowed  to  terminate  for  any 
reason. 

In  establishing  the  requirements  for  subcontractors'  insurance,  the 
possible  complications  from  overlapping  coverage  must  be  considered. 
If  any  possibility  exists  of  dispute  over  which  insurer  has  the  primary 
liability,  that  question  should  be  recognized  and  settled  before  there 
is  any  claim.  Usually,  compensation  insurance  would  be  required  by 
law,  and  public  liability  and  property  damage  would  apply  primarily 
to  accidents  caused  by  the  subcontractor's  employees.  If  builder's  risk  is 
desired,  it  might  well  be  carried  by  the  prime  contractor,  with  result- 
ing adjustment  of  the  subcontract  prices. 

Most  subcontracts  contain  a  so-called  "hold-harmless"  clause  under 
which  the  subcontractor  assumes  responsibility  for  any  loss  or  damage 
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caused  by  his  operations.  If  the  size  of  the  operation  warrants,  this 
clause  can  be  reinforced  by  insurance  certificates,  and  on  larger  opera- 
tions a  control  file  may  be  maintained  to  see  that  all  necessary  sub- 
contractor coverage  is  maintained.  However,  if  a  prime  contractor 
wants  to  protect  himself  fully,  his  subcontract  forms  should  stipulate 
all  required  insurance  coverages  and  provide  that,  if  they  are  not 
maintained  by  the  subcontractor,  the  prime  contractor  has  the  privilege 
of  purchasing  the  required  coverage  at  the  subcontractor's  expense. 

If  the  subcontract  contains  such  a  clause,  it  should  be  simple  to  de- 
cide what  to  do  when  a  subcontractor's  insurance  is  canceled.  Often, 
however,  it  is  not  simple,  because  a  subcontractor  whose  insurance  has 
lapsed  has  probably  exhausted  his  credit  with  the  prime  contractor, 
and  may  have  built  up  liens  or  potential  liens  far  beyond  his  capacity 
to  pay  and  far  in  excess  of  his  retained  percentage.  Insurance  premiums 
are  not  the  sort  of  expense  normally  covered  by  a  payment  bond, 
even  if  the  subcontractor  is  bonded  (and  frequently  he  is  not).  The 
prime  contractor  can  usually  bring  a  defaulting  subcontractor's  risks 
under  the  coverage  of  his  own  insurance  by  taking  over  the  work. 
Then,  if  the  subcontract  is  relet,  the  risks  can  again  be  shifted  to  the 
insurers  of  any  new  subcontractor  who  takes  over  from  the  old  one. 

Some  question  may  arise  about  the  protection  of  the  subcontractor 
against  the  risks  which  the  prime  contractor  should  cover.  Usually  the 
subcontractor's  own  casualty  coverage  will  hedge  the  most  important 
risks.  However,  if  the  question  is  one  that  might,  under  the  circum- 
stances, become  important,  it  should  be  covered  in  the  provisions  of 
the  subcontract  document  and  an  attempt  should  be  made  to  in- 
clude it  in  the  risks  covered  by  the  payment  bond. 


20 

Forms  and  Printing  in  Job 
Accounting  and  Reporting 


It  has  been  pointed  out  (Chap.  3)  that  the  very  small  construction 
companies  rarely  find  it  economically  feasible  to  use  decentralized 
accounting  and,  in  fact,  the  smaller  the  concern  the  less  likely  it  is 
to  have  problems  with  forms  or  printing.  Usually  the  standard  forms 
that  can  be  purchased  from  commercial  printers  are  adequate.  How- 
ever, as  a  construction  business  grows  larger,  and  starts  to  design  its 
own  forms,  some  problems  do  arise.  Some  of  these  problems  are 
created  by  decentralized  accounting. 

Decentralized  system 

It  is  usual  for  a  decentralized  office  to  have  separate  payroll  and 
general  bank  accounts.  If  these  accounts  are  kept  in  the  same  bank  with 
other  accounts  of  the  same  contractor,  the  checks  should  be  a  different 
size  or  color  or  both  to  prevent  charges  to  the  wrong  accounts.  Some- 
times, particularly  if  the  job  is  some  distance  from  the  general  office, 
a  bank  near  the  job  site  will  be  used,  especially  for  payroll.  In  either 
event,  it  will  be  necessary  to  have  special  checks  printed  for  the  job, 
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and  special  printing  usually  takes  from  one  to  three  weeks.  Meanwhile, 
as  soon  as  a  contract  is  awarded  there  is  immediate  activity,  and  checks, 
as  well  as  all  other  forms,  are  needed  at  once. 

One  of  the  simplest  solutions  to  this  problem  is  to  have  a  standard 
form  for  voucher  checks  and  a  standard  form  for  paychecks.  A  supply 
can  then  be  printed  up  without  a  bank  designation  and  with  a  num- 
ber series  (say  in  the  900,000  series)  that  will  be  distinctive.  All  banks 
have  their  own  check  stickers  that  can  be  put  on  the  special  series 
checks  until  the  regular  forms  can  be  printed.  In  that  way  payments 
can  start  immediately  from  the  proper  bank  accounts.  The  same  spc 
cial  checks  may  be  used  at  the  end  of  a  job  if  the  estimated  number 
of  regular  checks  proves  too  small  and  the  job  runs  out  of  checks  so 
near  to  the  end  that  a  second  run  would  be  too  expensive.  They 
may  also  be  used  if  some  of  the  regular  paychecks  are  stolen  and  it 
becomes  necessary  to  change  banks  in  the  middle  of  a  job.  When 
the  checks  are  designed,  space  can  be  left  above  and  below  the  com- 
pany name  so  that  the  name  of  a  joint  venture  partner  could  be 
stamped  in  should  it  become  necessary  to  use  such  checks  for  a  joint 
venture. 

Checks  should  be  so  designed  that  if  the  flap  of  an  ordinary  mail- 
ing envelope  is  clipped  over  the  top  of  the  check,  the  name  of  the 
payee  will  still  be  visible.  This  tends  to  prevent  the  kind  of  defalca- 
tions that  occur  when  a  dishonest  voucher  clerk  manages  to  slip  a 
check  through  the  authorized  signers  without  a  payee.  On  voucher 
checks  this  safeguard  can  easily  be  effected  by  having  the  voucher  at 
the  top  and  the  check  on  the  bottom. 

When  a  job  is  completed  and  the  bank  accounts  are  closed  out,  all 
the  extra  checks  applicable  to  those  accounts  should  be  destroyed. 
Omitting  this  precaution  is  an  open  invitation  to  theft  of  the  check 
forms  and  forgery.  Needless  to  say,  the  special  checks  should  be  kept 
under  lock  and  key  for  the  same  reason,  and  all  numbers  issued 
should  be  accounted  for  strictly. 

Letterheads  and  return  addresses  on  envelopes  need  not  cause  much 
concern.  It  is  usually  possible,  as  soon  as  a  job  starts,  to  secure  a  quick 
"overprint"  job  on  enough  letterheads  and  envelopes  to  start  work, 
or  a  rubber  stamp  can  usually  serve  until  the  regular  supply  is  ready. 
It  is  often  practical  to  have  a  supply  of  stock  without  the  specific  job 
address,  which  can  then  be  stamped  or  typed  in.  However,  the  simplest 
solution  is  to  have  some  regular  letterheads  with  the  following  word? 
printed  in  red  at  the  top: 

ADDRESS   REPLY   TO:   
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The  job  address  can  then  be  inserted  in  the  blank  space  until  the  job 
letterheads  are  available. 

Purchase  orders  usually  show  the  job  number  and  location  and 

contain  a  space  for  delivery  instructions  (Ship  to at )  and 

billing  instructions.  Still,  if  the  job  is  large  enough  to  warrant  de- 
centralized purchasing  and  a  large  volume  of  work  is  going  through 
the  purchasing  office,  it  is  practical  to  have  this  information  printed 
on  the  form  instead  of  having  to  write  or  type  it  in  on  each 
order.  Therefore,  as  with  the  checks,  it  saves  time  and  money  to  have 
a  supply  of  the  write-in  type  of  form  with  a  distinctive  number  series 
to  fill  in  at  the  start  of  a  job  until  the  regular  printing  can  be  com- 
pleted. 

Work  orders,  statement  forms,  reports,  requisitions,  vouchers,  re- 
ceiving reports,  personnel  and  payroll  forms,  and  most  other  forms  are 
usually  made  up  to  show  the  job  number  and  designation  and  usually 
can  be  taken  directly  from  stock.  If  the  job  is  being  done  by  a  joint 
venture,  and  it  is  necessary  to  have  the  joint  venture  name  on  the 
forms,  it  can  usually  be  inserted  with  a  rubber  stamp  until  the  regular 
printing  is  received. 

Other  considerations 

It  is  ordinarily  most  economical  to  use  stock  forms  whenever  they 
will  fit  the  needs  of  the  business.  The  forms  that  cannot  be  bought 
from  the  stock  of  the  contractor's  regular  printer  or  stationer  must  be 
specially  printed,  and  it  is  usually  good  business  to  select  one 
responsible  firm  and  let  that  firm  handle  all  the  printing  of  such 
forms  and  stationery.  However,  occasions  arise,  particularly  if  large 
projects  are  undertaken  some  distance  from  the  general  office,  when 
it  is  good  business  to  have  as  much  as  possible  of  the  special  printing 
for  that  job  done  locally.  In  smaller  towns  job  printing  is  often  done 
in  the  shop  of  the  local  newspaper,  and  it  is  common  for  a  contractor 
to  find  that  he  needs  the  support  of  the  local  press  when  his  operations 
cause  complaints  from  the  local  citizens.  If  conditions  indicate  that 
such  a  situation  might  arise,  a  few  extra  dollars  spent  on  locally 
printed  forms  might  prove  invaluable  in  terms  of  public  relations. 

Another  matter  that  should  be  considered,  in  ordering  printing 
and  designing  forms,  is  the  time  needed  for  preparation.  In  a  de- 
centralized job  the  need  for  such  design  is  multiplied  by  the  lack  of 
the  usual  general  office  controls.  Thus,  snap-out  forms  cost  more 
initially,  but  that  cost  must  be  weighed  against  the  time  required  to 
interleaf  the  carbon  paper  and  line  up  the  forms  at  the  time  they  are 
being  prepared.  The  use  of  single-use  carbon  paper  in  snap-out  forms 
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avoids  the  errors  and  delays  inherent  in  failure  to  use  new  enough 
carbon  to  produce  legible  copies.  If  forms  are  to  be  used  by  foremen, 
superintendents,  or  warehousemen,  they  will  be  more  promptly  filled 
out  and  submitted  if  they  are  designed  to  be  executed  in  pencil  rather 
than  by  typewriter.  If  several  copies  of  such  forms  are  required,  it  may 
be  cheaper  to  reproduce  them  on  one  of  the  numerous  photographic 
duplicators  than  to  try  to  produce  enough  copies  with  carbon  paper. 
Of  course,  if  the  forms  can  be  typed,  it  is  possible  to  produce  as  many 
copies  as  desired  by  using  a  duplicating  process. 

Centralized  system 

If  the  office  work  on  all  jobs  is  centralized  in  the  head  office,  it  is 
possible  to  centralize  the  printing  of  forms  and  to  realize  the  economy 
of  volume  buying  from  a  single  reputable  source.  As  one  of  the  printer's 
better  customers,  it  is  easier  for  a  contractor  to  get  prompt  delivery 
dates  and  occasional  "rush  job"  service.  Unless  the  operation  is  very 
small,  snap-out  check  and  voucher  forms  can  save  a  great  deal  of  em- 
ployee time  in  the  office,  and  can  be  bought  at  reasonable  prices  in 
volume.  It  is  quite  simple,  as  a  rule,  to  find  forms  of  this  kind  that  are 
entirely  adequate  and  that  can  be  bought  from  stock. 

If  all  banking  is  done  at  a  single  bank,  it  is  simple  enough  to  get 
voucher  check  and  paycheck  forms  to  fit  a  wide  variety  of  needs.  Both 
shape  and  color  can  be  used  to  distinguish  checks  on  the  various  ac- 
counts from  each  other  and,  if  volume  warrants  it,  the  checks  can  be 
punched  for  mechanical  sorting. 

If  separate  bank  accounts  are  kept  for  each  job  in  a  centralized  sys- 
tem it  is  advisable  to  have  them  at  separate  banks.  However,  if  a 
number  of  accounts  must  be  kept  in  a  single  bank,  it  is  almost  impera- 
tive to  use  various  sizes,  shapes,  and  colors  of  checks  to  prevent  inter- 
mingling of  the  accounts. 

Purchasing  forms  in  a  centralized  purchasing  system  can  be  the 
snap-out  type  and  still  have  a  maximum  of  shipping  and  billing 
information  printed  on  the  form.  With  a  properly  designed  form  and 
an  electric  typewriter  it  is  possible  to  get  ten  or  more  copies  without 
duplicating.  Moreover,  all  billing  instructions  can  be  uniform,  so  that 
additional  time  is  saved  in  prompting  suppliers  to  provide  billings  in 
the  right  form  and  number  of  copies. 

If  purchasing  is  decentralized  it  is  sometimes  more  economical, 
particularly  if  the  purchasing  is  done  from  the  job  site,  to  use  a  single- 
copy  padded  purchase  order  designed  to  be  handwritten  and  dupli. 
cated. 

Offset  printing  will  be  most  economical  for  this  type  of  form  and  it 
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will  be  just  as  useful  as  if  a  more  costly  process  were  used.  Of  course, 
offset  is  useful  on  many  other  types  of  forms  as  well,  but  this  applica- 
tion is  typical. 

Mixed  system 

If  a  system  is  partly  centralized  and  partly  decentralized,  the  safest 
and  most  economical  procedure,  in  the  long  run,  is  to  treat  it  as  a 
decentralized  system  for  the  purpose  of  designing  and  printing  forms. 
However,  with  a  little  additional  planning  it  is  usually  possible  to 
obtain  the  advantages  of  centralized  buying. 
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Effect  of  Personnel  Policies  on 
Job  Accounting  and  Reporting 


Employees  whose  jobs  are  unionized  must  normally  be  governed,  in 
their  relationships  with  their  employer,  by  union  rules  and  by  the 
laws  governing  unions.  Except  for  the  limited  effect  of  the  fed- 
eral wage  and  hour  law  and  the  various  state  laws,  nonunion  em- 
ployees are  governed  by  company  personnel  policies.  This  chapter 
is  principally  concerned  with  the  nonunion  group. 

Schedule  21.1  is  a  statement  of  personnel  policies  established  by  a 
construction  company  of  medium  size.  This  statement  became  a  part 
of  the  company's  procedure  manual.  The  significance  of  these  policies 
in  terms  of  financial  and  accounting  control  is,  to  a  large  extent, 
self-explanatory.  It  is  the  duty  of  the  accounting  department  to  recog- 
nize, in  each  policy,  the  financial  and  accounting  requirements  in- 
volved, and  to  make  preparations  to  fulfill  those  requirements.  For 
example,  if  the  expense  account  policy  is  to  be  adhered  to,  the  pro- 
cedures followed  by  the  voucher  clerk  must  be  so  designed  that  no 
unauthorized  expense  voucher  will  be  paid,  and  those  that  are 
properly  authorized  will  be  processed  and  paid  without  delay.  Similar 
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requirements  could  be  cited  for  each  of  the  illustrative  personnel 
policies  in  Schedule  21.1. 

SCHEDULE    2 1.1 /MEDIUM-SIZED    CONTRACTOR'S    PERSONNEL    POLI- 
CIES 


General  policies 

All  employees  will  be  classified  for  the  purposes  of  establishing  policies  and 
creating  incentives.  The  classifications  will  be  as  follows: 

E — Executive 

A — Administrative 

O — Operational 

The  executive  group  includes  top  management,  department  heads,  and 
such  other  key  personnel  as  top  management  may  wish  to  classify  in  this 
group. 

The  administrative  group  consists  of  those  employees  who,  regardless  of 
their  duties,  are  considered  permanent  employees,  as  distinguished  from  those 
hired  on  a  job-to-job  basis. 

The  operational  group  includes  all  employees  not  otherwise  classified. 

To  the  extent  practicable,  advancements  to  the  "E"  classification  will  be 
made  from  employees  in  the  "A"  classification,  and  advancements  to  the  "A" 
classification  will  be  made  from  the  "O"  group. 

Hiring  procedures— nonunion  employees 

It  is  the  policy  of  the  company  to  make  promotions  from  within  the  organi- 
zation whenever  possible.  Accordingly,  whenever  trainees  or  others  are 
brought  in  from  the  outside  they  will  normally  be  placed  in  the  operational 
group.  Jobs  in  the  administrative  group  will  first  be  offered  to  qualified  em- 
ployees in  the  "O"  group,  and  only  if  none  can  be  found  will  outside  ap- 
plicants be  considered.  When  an  employee  is  brought  into  the  "A"  group  he 
is  covered  by  a  blanket  position  bond.  He  will  be  required  to  fill  out  an  ap- 
plication blank. 

When  an  employee  is  needed  in  the  "A"  group  and  there  is  no  qualified 
person  already  employed  to  fill  the  position,  the  first  reference  will  be  to 
files  of  former  employees  who  have  requested  re-employment.  If  none  is  found 
there,  the  general  application  files  will  be  searched  and  only  after  these  have 
failed  to  produce  the  desired  result  will  recourse  be  had  to  such  sources  as 
advertisements,  employment  agencies,  and  so  on. 

Occasionally  top  management  may  decide  to  offer  a  position  in  the  "A"  or 
"E"  group  to  someone  outside  the  company.  Such  a  step  will  first  be  thor- 
oughly discussed  by  top  management  among  themselves  and  with  the  em- 
ployees who  might  otherwise  have  been  considered  for  the  job  the  newcomer 
is  to  fill. 

If  an  application  is  received  by  mail  and  there  appears  to  be  a  reasonable 
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chance  that  someone  of  the  type  indicated  by  the  application  may  be  needed, 
either  immediately  or  in  the  foreseeable  future,  one  of  the  company's  regular 
application  blanks  should  be  sent  with  a  request  that  it  be  completed  for 
early  consideration.  If  the  application  cannot  be  considered  at  once,  a  post- 
card should  be  sent  to  the  applicant  bearing  the  following  message: 

"This  will  acknowledge  receipt  of  your  inquiry  regarding  employment  with 
our  company.  At  present  we  have  no  opening  available  requiring  experience 
and  qualifications  such  as  you  have  stated.  We  will,  however,  keep  your  ap- 
plication on  file  and  if  anything  develops  in  which  we  feel  you  will  be  in- 
terested we  will  be  pleased  to  contact  you.  Ecks  &  Wye  Co.,  000  Hoe  St.  Los 
Angeles  17,  MUdbank  1-2345." 

When  an  individual  is  interviewed  for  a  position,  he  should  be  notified  as 
soon  as  the  position  is  filled  even  though  he  may  not  be  selected. 

Grievance  procedure 

One  of  the  most  important  psychological  factors  in  any  business  organiza- 
tion is  employee  morale,  and  one  of  the  best  ways  to  keep  morale  good  is  to 
establish  among  the  employees  the  feeling  that  grievances  will  be  fully  heard 
and  fairly  dealt  with.  Most  employees  are  reluctant  to  take  a  grievance  di- 
rectly to  a  department  head.  Therefore,  in  each  department  some  senior  em- 
ployee should  be  designated  to  bring  employee  grievances  to  the  department 
head.  In  listening  to,  and  acting  upon  such  grievances,  the  department  head 
must  remember  that  upon  his  fairness  and  good  judgment  depend  the  morale 
of  the  people  upon  whom  his  own  job,  in  a  large  measure,  depends. 

It  is  the  policy  of  the  company  to  encourage  employees  to  bring  their  per- 
sonal problems  to  the  attention  of  their  department  head,  since  we  do  not 
have  a  personnel  counselor.  The  reason  for  this  policy  is  to  discover,  and  take 
action  to  remedy,  the  problems  that  disturb  the  employees  and  keep  their 
minds  from  their  jobs.  It  is  expected  that  this  policy,  if  effectively  carried  out, 
will  create  a  closer  and  more  personalized  relationship  between  the  depart- 
ment heads  and  their  employees. 

Absenteeism 

It  is  the  responsibility  of  each  department  head  to  eliminate  tardiness, 
leaving  the  job  early,  and  absence  for  any  but  legitimate  causes.  See  policy  on 
time  off. 

Sick  leave 

Sick  leave,  as  the  term  implies,  is  to  be  used  only  when  sickness  of  the  em- 
ployee himself,  or  of  his  immediate  family,  prevent  attendance.  It  is  not  a 
form  of  vacation  to  be  taken  as  a  matter  of  right. 
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"E"  employees:  Employees  in  the  "E"  classification  may  accumulate 
sick  leave  at  the  rate  of  one  day  per  month  up  to  a  maximum  of  25  working 
days.  Any  sick  leave  in  excess  of  that  accumulated  must  be  specifically  ap- 
proved by  top  management. 

"A"  employees:  Employees  in  the  "A"  classification  may  accumulate 
sick  leave  at  the  rate  of  one  day  per  month  up  to  a  maximum  of  15  working 
days.  At  the  discretion  of  his  department  head  an  employee  in  this  group 
may  receive  as  much  as  5  additional  working  days.  Any  additional  sick  leave 
for  an  employee  in  the  "A"  classification  must  be  approved  by  top  manage- 
ment. 

"O"  employees:  As  a  matter  of  policy,  employees  in  the  "O"  classifica- 
tion are  not  entitled  to  sick  leave.  Virtually  all  such  employees  will  be  paid 
on  an  hourly  basis  and  will  be  paid  for  time  in  attendance  only.  An  excep- 
tion to  this  general  rule  occurs  when  an  "O"  employee  is  paid  on  a  straight 
salary  and  has  not  been  paid  for  overtime.  Under  such  circumstances  the  de- 
partment head  or  project  manager  may  authorize  up  to  one  week  of  sick 
leave.  Any  allowance  in  excess  of  one  week  must  be  on  instructions  from  top 
management. 

Joint  ventures:  Employees  of  this  company  who  are  employed  on  a 
joint  venture  job  shall  be  subject  to  whatever  sick  leave  rules  are  laid  down 
by  the  sponsor.  However,  if  those  rules  result  in  treatment  less  favorable  than 
the  employee  would  have  received  had  he  been  employed  on  a  company  job, 
the  company  will  make  up  the  difference. 

Computation  and  record  keeping:  A  record  of  accumulated  sick  leave 
will  be  maintained  in  the  general  office  for  all  "E"  and  "A"  employees.  This 
will  require  that  any  sick  leave  taken  by  employees  assigned  to  jobs  in  the 
field  be  reported  to  the  general  office. 

Once  an  employee  has  accumulated  the  maximum  sick  leave,  no  further 
time  will  accumulate.  However,  when  such  an  employee  returns  to  work 
after  taking  sick  leave,  accumulations  will  start  in  the  following  month  and 
continue  until  the  maximum  is  again  reached. 


Vacation   policy 

It  is  the  general  policy  of  the  company  that  all  salaried  employees  having 
twelve  months  or  more  of  continuous  service  shall  receive  two  weeks  paid 
vacation  each  calendar  year.  Except  as  noted  below,  such  vacations  must  be 
taken  in  one  continuous  period  and  may  not  be  carried  over  in  whole  or  in 
part  into  a  subsequent  calendar  year.  Also,  subject  to  the  exceptions  noted 
below,  it  is  not  the  policy  of  the  company  to  pay  for  vacation  time  not  taken 
during  the  calendar  year. 

Salaried  employees  on  construction  projects:  Salaried  employees  in  job 
offices  will  normally  take  their  vacations  at  the  conclusion  of  a  job.  Occasion- 
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ally  a  salaried  employee  on  a  construction  project  may  be  needed  continu- 
ously during  one  calendar  year  in  which  event,  with  the  written  authorization 
of  the  department  head,  a  carry-over  into  the  next  calendar  year  will  be 
permitted  with  a  maximum  accumulation  of  four  weeks  to  be  taken  at  the 
earliest  opportunity.  If,  for  company  reasons,  some  part  of  such  an  accumu- 
lation cannot  be  taken,  payment  may  be  made  for  the  time,  provided  written 
permission  from  the  department  head  is  obtained. 

New  employees'  vacations:  If,  during  the  first  calendar  year  of  employ- 
ment, an  employee  has  less  than  six  months'  continuous  service,  he  shall  re- 
ceive no  vacation  in  that  calendar  year,  and  shall  not  be  eligible  for  his  first 
two-week  vacation  until  completion  of  twelve  months'  service. 

If,  during  the  first  calendar  year  of  employment,  an  employee  has  more 
than  six  months'  but  less  than  twelve  months'  service,  he  shall  receive  a  vaca- 
tion of  one  week  to  be  taken  within  the  calendar  year. 

Effect  of  terminations  on  vacations:  Employees  who  are  qualified  for 
a  vacation  and  who  voluntarily  leave  the  employ  of  the  company  before  tak- 
ing it,  shall  be  entitled  to  such  vacation  provided  they  are  in  good  standing 
and  give  the  company  adequate  notice  of  their  intention  to  resign.  Vacation 
time  will  not  be  considered  in  determining  the  period  of  notice. 

Management  reserves  the  right  to  determine  to  what  extent,  if  any,  vaca- 
tion allowances  will  be  granted  to  those  whose  services  are  terminated  under 
other  conditions. 

Holidays  during  vacation:  A  legal  holiday  falling  within  an  employee's 
vacation  period  will  have  the  effect  of  extending  the  vacation  by  one  day. 

Vacations  with  leave  of  absence:  An  employee  going  on  leave  of  ab- 
sence and  otherwise  eligible  for  a  vacation  shall  be  granted  the  vacation  prior 
to  the  leave.  Should  a  vacation  be  taken  immediately  prior  to  a  leave  of  ab- 
sence, such  leave  of  absence  shall  be  considered  to  begin  on  the  day  following 
the  last  day  of  vacation. 

Exceptions  to  vacation  policy:  It  is  recognized  that  under  exceptional 
circumstances  some  deviation  from  the  established  policy  may  be  justified  be- 
cause of  company  necessity  or  some  equally  compelling  reason.  Under  such 
conditions  there  may  be  a  deviation  from  the  foregoing,  provided  that  such 
deviation  is  authorized  by  top  management. 


Salary  adjustment  and   pay  schedules 

Compensation  of  employees  in  the  "E"  classification  will  be  set  by  top 
management. 

Compensation  of  employees  in  the  "A"  classification  will  be  set  in  accord- 
ance with  a  predetermined  salary  schedule  showing  rate  ranges.  This  schedule 
will  be  reviewed  in  June  of  each  year.  The  construction  manager  and  the 
controller  will  review  the  rate  ranges  for  jobs  in  their  respective  departments 
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and  make  any  recommendations  they  see  fit  to  the  general  manager.  The 
schedule  will  not  be  changed  without  specific  authorization  from  the  general 
manager. 

Adjustments  of  compensation  of  employees  in  the  "A"  classification  will 
arise  in  two  ways:  (1)  by  upgrading  or  downgrading,  (2)  by  a  semiannual 
review  of  each  employee's  record. 

During  the  month  preceding  the  anniversary  date  of  each  employee's  serv- 
ice with  the  company,  and  at  the  six  months'  point,  each  department  head 
will  review  each  employee's  record  for  the  preceding  year.  This  review  will 
take  into  account  such  factors  as  quantity  and  quality  of  work,  attitude,  initia- 
tive, resourcefulness,  length  of  service,  potential  capacity  for  progress,  re- 
lationship of  present  salary  to  going  rates  for  comparable  jobs  both  within 
and  outside  the  company,  and  any  other  factors  that  may  be  material. 

On  the  basis  of  this  review,  the  department  heads  will  make  recommenda- 
tions for  pay  adjustments  to  the  general  manager.  Any  adjustments  approved 
by  the  general  manager  will  be  put  into  effect  for  the  first  pay  period  begin- 
ning after  the  anniversary  or  midyear  date  of  the  employees  affected. 

Adjustments  due  to  upgrading  or  downgrading  will  be  effective  on  the 
date  of  the  change  in  grade. 

Employees  in  the  "O"  classification  will  normally  be  paid  according  to 
established  hourly  rates.  If,  on  occasion,  such  employees  are  paid  on  a 
weekly  or  semimonthly  basis,  their  salaries  shall  be  set  by  applying  the  ap- 
plicable hourly  rate  to  the  established  work  week.  Semimonthly  rates,  in  such 
cases,  would  be  computed  on  the  basis  of  four  and  one-third  weeks  per  month. 

Any  adjustment  in  compensation  of  employees  in  this  group  will  normally 
reflect  changes  in  going  rates  for  such  employees  or  equalize  inequities  be- 
tween jobs.  However,  if,  in  the  opinion  of  the  department  head,  variations  in 
the  going  rates  are  justified,  the  department  head  has  discretionary  power  to 
allow  such  variations  up  to  10  per  cent  of  the  going  rate. 

Overtime 

Only  employees  in  the  "O"  classification  shall  be  paid  for  overtime  and 
then  only  if  called  for  by  an  applicable  union  agreement,  and  the  rate  will 
then  be  that  established  by  the  union  agreement. 

The  effect  of  the  wage  and  hour  law  on  new  construction  may  be  sum- 
marized as  follows: 

In  applying  the  provisions  of  the  wage  and  hour  law  to  the  building  and 
construction  industry,  the  administrator  and  the  courts  have  held  that  original 
construction  of  buildings,  unless  they  are  to  be  used  in  interstate  commerce 
or  the  production  of  goods  therefore,  is  considered  intrastate  commerce  and 
therefore  outside  the  scope  of  the  act. 

The  repair  or  reconstruction  of  existing  buildings  or  instrumentalities  of 
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interstate  commerce,  however,  is  subject  to  the  act  even  if  a  new  structure  or 
facility  is  merely  an  addition  to  a  pre-existing  structure  or  facility. 

If  any  repair  or  reconstruction  work  is  undertaken,  a  special  determination 
of  the  effect  of  the  wage  and  hour  law  will  be  necessary. 

One  exception  to  the  foregoing  policy  is  the  case  of  women  employed  in 
the  general  office  for  Saturday  work.  These  employees  will  be  paid  one  and 
one-half  times  their  regular  hourly  rate  computed  on  the  basis  of  four  and 
one-third  weeks  of  40  hours  each  month. 

Bonuses 

Bonuses  have  been  discontinued  as  a  matter  of  company  policy  except 
where  necessary  to  honor  previous  commitments.  It  is  now  the  company's 
policy  to  pay  all  compensation  in  the  form  of  salary.  For  the  policy  on  gifts 
at  Christmas,  see  the  section  on  employee  benefits. 

Time  off 

Occasions  will  arise  when  an  employee,  for  legitimate  personal  reasons, 
may  need  to  be  absent  during  regular  working  hours.  On  such  occasions,  it  is 
within  the  discretion  of  the  department  head  to  grant  reasonable  time  off 
without  penalty.  However,  it  is  also  within  the  discretion  of  the  department 
head  to  charge  such  time  off  to  any  vacation  which  may  be  due  to  the  em- 
ployee or,  in  extreme  cases,  to  charge  the  time  against  the  employee's  cur- 
rent salary. 

Normally  this  problem  will  only  arise  in  connection  with  employees  in  the 
"A"  group  or  with  those  in  the  "O"  group  who  are  paid  on  a  weekly  or  semi- 
monthly basis. 

Jury  duty 

If  employees  are  called  for  jury  duty,  it  will  be  the  company's  policy  to 
have  them  excused  if  possible.  If  all  such  efforts  fail  and  an  employee  is 
forced  to  serve  on  a  jury,  the  employee  will  be  paid  an  amount  equal  to  his 
usual  salary  reduced  by  his  jury  fees  for  the  usual  30-day  term.  In  the  event  an 
employee,  while  serving  a  term  of  jury  duty,  is  selected  for  a  long  trial  that 
will  run  over  the  30-day  term,  the  employee's  department  head  will  consult 
with  the  general  manager  to  determine  the  policy  to  be  followed  for  the  excess 
period  of  service. 

Rest  periods 

There  will  be  no  regularly  scheduled  rest  periods.  At  the  discretion  of  each 
department  head,  employees  may  be  permitted  such  time  as  may  be  reason- 
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able  for  an  occasional  cup  of  coffee  at  a  coffee  vending  machine,  or  for 
similar  interim  relaxation  as  may  be  justified  by  the  nature  of  the  work. 
However,  such  rest  periods  as  the  department  head  may  sanction  are  a  matter 
of  privilege,  and  not  a  matter  of  right.  Abuse  will  justify  their  withdrawal 
either  on  an  individual  or  departmental  basis. 

Employee  benefits 

At  present,  a  group  health  and  accident  insurance  policy  is  in  effect. 
Premiums  are  deducted  from  the  employees'  paychecks.  The  company  handles 
the  accounting  work  and  the  remittances. 

During  the  last  week  of  November  each  year,  the  general  manager  with 
such  assistance  from  the  department  heads  as  he  may  require,  will  select  an 
appropriate  gift  (such  as  a  turkey  or  a  box  of  fruit)  to  be  given  to  all  em- 
ployees in  the  "E"  and  "A"  classifications  and  to  any  "O"  group  employees 
to  whom  such  gifts  may  be  in  order. 

Future  consideration  is  to  be  given,  as  conditions  warrant,  to  such  further 
benefits  as:  A  pension-  or  profit-sharing  trust;  group  life  insurance;  employee 
activities  such  as  picnics,  parties,  or  a  company  magazine. 

Policies  for  their  administration  will  be  established  when  and  if  such 
benefits  are  inaugurated. 


Ideas 

It  is  the  policy  of  the  company  to  stimulate  and  reward  constructive  think- 
ing on  the  part  of  all  employees.  It  is  one  of  the  duties  of  supervisory  em- 
ployees to  encourage  the  people  under  their  supervision  to  come  to  them  with 
ideas,  and  to  assist  in  the  development  of  any  of  those  ideas  that  appear 
practical.  Due  credit  will  be  given  any  employee  for  useful  ideas,  but  the 
greatest  credit,  and  the  most  substantial  recognition,  will  be  given  to  those 
supervisory  employees  who  are  most  successful  in  stimulating  thought. 

Holidays 

The  general  office  will  be  closed  on  the  following  holidays: 
New  Year's  Day   (office  closes  at  noon  December  31) 
Independence  Day 
Labor  Day 
Veterans'  Day 
Thanksgiving  Day 

Christmas  (office  closes  at  noon  December  24) 

Should  any  of  these  holidays  fall  on  Sunday,  the  following  Monday  will  be 
a  holiday. 
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Office  hours 

The  general  office  will  open  at  8:15  a.m.  and  close  at  5:00  p.m.  Monday 
through  Friday  each  week  and  there  will  be  a  45-minute  lunch  period.  All 
employees,  including  executives,  are  expected  to  observe  these  hours. 

Contributions 

The  company  belongs  to  a  group  known  at  A-I-D  (Associated  In-Group 
Donors).  Once  each  year  you  will  be  asked  to  contribute  to  that  group.  There 
will  be  no  other  solicitations  during  the  year,  and  all  requests  will  be  referred 
to  A-I-D.  Internal  solicitation  (passing  the  hat)  must  be  cleared  through  the 
office  manager  who  will  also  have  a  budget  for  company  contributions  to  such 
funds. 

Memberships 

The  company  encourages  membership  in  professional  societies  and  in 
suitable  circumstances,  to  be  determined  by  the  general  manager,  will  pay  all 
or  part  of  the  dues  of  an  employee  active  in  such  societies.  Each  of  the  em- 
ployees in  the  "E"  classification  is  encouraged  to  belong  to  a  service  club  such 
as  Rotary,  Lions,  Kiwanis,  Optimists,  or  Exchange  Club.  Dues  will  be  paid  by 
the  company.  Reasonable  allowances  of  time  will  be  made  for  organization 
activities.  In  engaging  in  such  activities,  employees  are  expected  to  remember 
that  they  are  representing  the  company,  and  that  by  promoting  its  interest  at 
every  opportunity  they  are  thereby  promoting  their  own. 

Expense  accounts 

All  employees  who  incur  expense  on  behalf  of  the  company  are  entitled  to 
reimbursement  upon  submitting  to  the  controller  a  properly  authorized  ex- 
pense account.  To  be  properly  authorized,  an  expense  account  must  meet  the 
following  tests: 

Employees  in  the  "E"  Classification:  Expense  accounts  need  not  be 
authorized  in  advance  but  they  must  be  authorized  for  payment  by  the  gen- 
eral manager.  Since  employees  in  this  group  are  supplied  with  company  cars 
and  credit  cards,  only  such  company  car  expense  as  cannot  be  placed  on  the 
credit  card  without  undue  inconvenience  will  appear  on  the  expense  account. 
Hotel,  Diners  Club,  railway,  airline,  and  telephone  credit  cards  are  also 
furnished  to  employees  in  the  "E"  classification,  and  are  to  be  used  in  lieu  of 
cash  if  possible.  In  keeping  with  the  standing  of  the  company,  it  is  expected 
that  employees  in  the  "E"  classification  will  travel  in  first-class  accommoda- 
tions and  will  stay  at  first-class  hotels. 

Cash  spent  for  entertainment  of  guests  will  be  reimbursed  without  sup- 
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porting  vouchers.  However,  it  will  be  necessary  for  the  expense  account  to 
show  the  names  of  the  persons  entertained,  their  business  connection,  and 
the  date  and  place  of  entertainment.  The  cost  of  entertaining  public  officials 
or  public  employees  is  not  deductible  for  income  tax  purposes. 

Tips,  cab  fare,  postage,  parking,  local  telephone  calls,  and  similar  costs 
should  be  identified  and  not  aggregated  into  a  single  item  called  "miscellane- 
ous." All  purchases  that  cannot  be  charged  to  the  company  should,  if  possible, 
be  supported  by  receipted  bills  or  invoices. 

Travel  advances  will  be  charged  against  the  individual  and,  if  not  cov- 
ered by  expense  account  within  a  reasonable  time,  will  be  collected  from  the 
employee.  Expense  accounts  are  due  on  or  before  the  fifth  of  each  month  for 
the  preceding  month,  and  expense  accounts  rendered  after  that  date  may  be 
disallowed  in  whole  or  in  part. 

Employees  in  "A"  and  "O"  Classification:  Employees  in  the  "A"  and 
"O"  classifications  who  are  called  upon  to  travel  regularly  are  subject  to  the 
same  rules  as  employees  in  the  "E"  classification,  except  that  air  and  rail 
travel  will  be  tourist  class  where  possible.  Hotel  accommodations  will  be  in 
tourist  class  hotels.  Employees  in  the  "A"  and  "O"  classifications  will  not 
ordinarily  be  authorized  to  spend  money  for  entertainment.  When  such  ex- 
penditures are  made,  they  will  be  subject  to  very  close  scrutiny. 

Usually,  any  travel  expense  incurred  by  employees  in  the  "A"  or  "O"  classi- 
fications must  be  authorized  in  advance  by  the  head  or  assistant  head  of  the 
department  in  which  the  employee  works.  When  the  expense  account  is 
turned  in  by  the  employee,  it  is  the  department  head  or  his  assistant  who  must 
approve  the  expense  account  for  payment. 

Discipline 

Normally,  the  maintenance  of  discipline  in  each  department  is  the  re- 
sponsibility of  the  department  head.  However,  it  must  be  remembered  that 
the  company  has  a  substantial  investment  in  each  employee  and  indiscrimi- 
nate firing  can  be  costly.  Any  borderline  cases  should  be  discussed  with  the 
general  manager. 

Garnishments,  attachments,  and  assignments 

The  company  is  legally  bound  to  honor  any  garnishments,  attachments,  or 
assignments  of  an  employee's  wages  or  salary.  We  should,  nevertheless,  make 
every  legitimate  effort,  without  subjecting  ourselves  to  liability,  to  protect  the 
employees  against  such  legal  levies.  There  are  three  reasons  for  this  policy. 
First,  we  gain  more  from  securing  the  loyalty  of  our  own  employees  than  we 
do  from  the  reputation  among  loan  companies  and  credit  retailers  as  a 
"cooperative"  employer.  Second,  an  employee  who  can  expect  nothing  on 
payday  but  more  attachments  and  garnishments  is  rarely  a  good  employee, 
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and  sometimes  the  pressure  of  debts  will  turn  him  into  a  dishonest  one.  Third, 
every  payroll  deduction  or  split  check  increases  the  cost  of  operating  the  pay- 
roll department,  and  to  the  extent  that  these  special  problems  can  be  held 
to  a  minimum,  so  also,  can  the  costs. 

Therefore,  if  it  should  become  necessary  to  fire  the  employee,  a  record 
of  having  done  everything  reasonably  possible  to  protect  him  tends  to 
justify  the  result  in  the  minds  of  the  other  employees.  Also,  it  frequently 
happens  that  the  employee  is  being  victimized  by  a  racket,  and  when  a  dis- 
honest creditor  feels  he  is  up  against  the  employer  as  well  as  the  employee,  he 
frequently  abandons  his  efforts. 

When  faced  with  a  difficult  garnishment  problem,  the  paymaster  should 
consult  the  head  of  the  employee's  department.  If  the  department  head  feels 
the  employee  is  valuable  enough  to  the  organization  to  make  it  worth  while, 
he  may  consult  the  company's  attorneys  on  ways  to  assist  the  employee  in 
controlling  the  collection  efforts  of  his  creditors. 

Group  insurance 

The  company  has  made  available  to  its  salaried  employees  an  employee- 
financed  group  health  and  accident  insurance  policy.  This  group  policy  was 
selected  only  after  a  careful  survey  of  all  available  policies  to  secure  the  best 
coverage.  Every  employee  should  have  an  opportunity  to  participate.  It  is 
not  company  policy  to  exert  pressure  of  any  kind  on  any  employee  to  take 
part  in  any  insurance  plan.  At  this  time,  a  number  of  group  life  programs 
are  under  study  and,  as  soon  as  the  most  suitable  is  selected,  it  will  be  pre- 
sented to  the  employees  for  their  consideration. 

Joint  venture  service 

Often  an  employee  of  this  company  in  the  "A"  or  "O"  classifications  will 
be  transferred  to  the  payroll  of  a  joint  venture.  When  this  company  sponsors 
the  venture,  there  will  be  no  problems  of  seniority,  vacation,  insurance, 
expense  accounts,  moving  expenses,  and  similar  matters,  because  joint  venture 
policies  will  conform  to  company  policies.  However,  if  the  joint  venture  is 
sponsored  by  one  of  the  other  joint  venturers,  then  the  employee  will  be 
treated  in  accordance  with  joint  venture  policy.  If  any  joint  venture  person- 
nel policy  is  less  favorable  to  the  employee  than  that  of  this  company,  an 
equitable  adjustment  will  be  made  by  this  company.  This  policy  does  not 
include  working  hours,  however.  Any  requirement  of  the  joint  venture  re- 
garding working  hours  will  be  binding  on  the  employee  without  adjustment. 

Lending  employees  to  others 

It  is  contrary  to  the  policy  of  this  company  to  "lend"  its  employees  to 
others  or  to  "borrow"  the  employees  of  others  for  its  own  work.  If,  with 
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company  permission,  an  employee  performs  services  under  the  direction  and 
control  of  another  person  or  firm,  it  will  be  company  policy  to  insist  that 
he  be  placed  on  the  payroll  of  such  other  person  or  firm.  Aside  from  the 
business  aspects  of  this  policy,  workmen's  compensation  insurance  and  in- 
dustrial accident  considerations  made  it  imperative. 

Likewise,  employees  of  subcontractors,  or  other  outside  employees  should 
never,  under  any  circumstances,  be  placed  on  the  payroll,  unless  the  company 
is  prepared  to  take  full  responsibility  for  their  work  and  conduct. 


Job  site  personnel   responsibility 

It  has  been  pointed  out  elsewhere  in  this  volume  that  full  control 
over  job  site  personnel  must  be  in  the  hands  of  the  man  in  charge 
of  the  job.  If  the  man  in  charge  is  "accounting-minded"  this  control 
creates  no  real  problem.  In  fact,  if  jobs  are  large  enough  to  warrant 
a  field  office,  it  is  possible  to  place  on  the  job  an  office  manager  or 
project  controller  who  can  take  a  great  deal  of  the  administrative 
burden  from  the  project  manager  or  superintendent.  It  is  often  en- 
tirely possible  to  give  the  office  manager  control,  under  the  project 
manager,  of  employees  in  the  accounting,  office  clerical,  payroll,  time- 
keeping, cost,  warehouse,  purchasing,  camp,  mess  hall,  first  aid, 
safety,  security,  guard,  and  fire  protection  departments.  Any  fully 
qualified  construction  office  manager  should  have  experience  in  han- 
dling all  these  activities  on  a  large  job.  The  combination  of  a  strong 
office  manager  and  an  accounting-minded  project  manager  make  a 
profitable  team  that  can  operate  autonomously  without  any  direct  line 
of  functional  control  from  the  general  office  to  the  job  accountant. 

If  the  project  manager  is  inclined,  as  many  are,  to  look  upon  the 
job  office  manager  as  a  "mere  clerk,"  or  if  the  job  office  manager  is  a 
"mere  clerk"  in  fact,  some  direct  control  by  the  head  office  of  the  job 
office  is  necessary.  This  control  usually  is  most  effective  when  exer- 
cised by  the  company  controller  or  a  field  auditor  who  is  an  ex- 
perienced job  office  manager  in  his  own  right.  To  make  split  control 
work  at  all,  the  head  office  representative  must  have  the  authority  to 
require,  even  over  the  project  manager's  objection,  that  the  actual 
accounting  be  done  according  to  his  instructions.  The  head  office 
representative  must  thus  have  the  complete  confidence  and  backing 
of  top  management.  If  these  cannot  be  obtained,  it  is  better  to  central- 
ize the  accounting. 
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Accounting  reports 

Decentralized  job  accounting  leaves  the  head  office  largely  de- 
pendent upon  the  job  accounting  reports  for  much  of  its  manage- 
ment information.  Placing  responsibility  for  such  reports  is  an  im- 
portant personnel  decision,  and  upon  it  may  depend  the  success  of 
the  job.  The  responsibility  for  correct  accounting  principles  must  lie 
essentially  with  the  head  office  and  its  accounting  manual.  Applying 
those  principles  on  the  job  must  be  the  responsibility  of  the  job  ac- 
countant or,  in  a  split  control  system,  of  his  functional  supervisor  in 
the  head  office.  Responsibility  for  percentage-of-completion  figures 
and  the  over-all  reasonableness  of  the  reports  must  necessarily  rest 
with  the  project  manager  or  superintendent.  Many  of  the  more  pro- 
gressive construction  companies  have  both  the  job  office  manager  and 
the  project  manager  or  superintendent  sign  the  accounting  reports. 
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Applications  of  Accounting 
Machines 


Mechanized  accounting  has  been  slower  to  take  hold  in  the  con- 
struction industry  than  in  other  industries  for  several  reasons.  First, 
the  very  small  contractors  do  not  have  the  volume  of  business  neces- 
sary to  justify  the  cost  of  installing  the  equipment.  Second,  there  has 
been  a  tendency  on  the  part  of  a  majority  of  construction  men  to 
minimize  the  part  accounting  plays  in  their  operations.  Accounting 
personnel  have  been  looked  upon  as  "mere  clerks"  and  the  memor- 
andum field  costs  kept  by  the  engineers  have  been  thought  by  many 
to  be  the  only  records  that  "mean  anything."  Third,  the  larger  firms, 
which  one  might  expect  to  be  the  first  to  use  such  equipment,  fre- 
quently decentralize  their  accounting  to  the  field  offices,  where  con- 
ditions are  the  least  favorable  to  mechanization.  Fourth,  it  is  only 
recently  that  bookkeeping  machines  have  been  developed  rugged 
enough  to  stand  up  in  the  field  office,  where  a  breakdown  can  cause 
real  trouble  on  a  fast-moving  job  with  a  large  number  of  employees. 

However,  with  the  increasing  cost  of  keeping  time,  making  payrolls, 
and  preparing  the  ever-increasing  number  of  collateral  reports  re- 
quired by  government  agencies,  unions,   insurers,  and  others,   more 
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serious  and  successful  attempts  to  mechanize  payroll  routines  have 
been  made.  Once  this  step  is  taken,  other  machine  applications  fol- 
low quickly.  Appendix  B  contains  the  text  of  an  article  from  the  Asso- 
ciated General  Contractors'  magazine,  The  Constructor,  describing 
how  one  general  contracting  firm  successfully  (and  profitably)  ap- 
plied machine  bookkeeping  methods  to  solve  its  accounting  problems. 
It  is  the  purpose  of  this  chapter  to  describe  some  of  the  principles  to 
be  applied  in  mechanizing  the  accounts  of  a  contractor  and  to  point 
out  some  of  the  advantages  and  disadvantages. 

The  savings  in  time  and  money  made  possible  by  machine  account- 
ing fall  into  essentially  three  categories: 

1.  Duplication  of  work  is  reduced  by  preparing  two  or  more  records 
at  a  single  writing. 

2.  Faster  and  more  accurate  machine  calculations,  together  with 
automatic  balancing,  combine  to  speed  up  the  processing  of  detailed 
data  and  reduce  errors  in  calculation. 

3.  Through  use  of  automatic  "form  bars,"  there  is  no  loss  of  time 
or  motion  in  getting  figures  into  the  proper  columns. 

There  are  pitfalls  too.  Some  bookkeeping  machines  require  ex- 
perienced operators.  Other  machines  may  require  service  from  some 
distant  point  if  they  break  down.  On  jobs  where  there  is  work  for  only 
one  machine  and  one  operator,  a  failure  on  the  part  of  either  could 
delay  the  entire  job.  Most  construction  jobs  move  too  fast  to  allow 
for  such  delays.  The  records,  and  particularly  the  payrolls,  must  be 
completed  on  time  or  the  job  will  be  faced  with  additional  costs. 
Often  the  supply  of  electric  power  at  job  sites  is  uncertain  or  is  of  a 
different  frequency  from  that  in  the  cities.  Machines  built  for  alternat- 
ing current  may  fail  when  used  with  direct  current.  Dust  and  dirt 
at  the  job  site  may  foul  the  mechanism  of  the  bookkeeping  machines 
and  inexperienced  operation  can  cause  some  machines  to  jam  or 
break  down.  These  are  some  of  the  reasons  why  machine  bookkeeping 
has  not  been  adopted  more  readily  by  the  construction  industry. 

Nevertheless,  the  machines  themselves  are  constantly  being  sim- 
plified and  improved.  Job  site  electric  power  sources  are  improving, 
and  many  devices  have  been  perfected  for  adapting  the  available  cur- 
rent to  the  machines.  Most  important  of  all,  the  level  of  accounting 
know-how  in  the  construction  industry  has  been  steadily  rising  and, 
as  a  result,  individual  construction  executives  have  become  more  open- 
minded  about  the  desirability  of  spending  money  on  improved  ac- 
counting methods.  As  a  result,  bookkeeping  machines  are  being  used 
by  a  constantly  increasing  number  of  construction  firms  when  volume 
is  large  enough  to  warrant  machine  methods. 
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Payrolls  and   payroll  taxes 

One  of  the  first,  and  most  obvious,  of  the  numerous  machine  appli- 
cations is  in  the  preparation  of  payrolls  and  paychecks.  There  are 
specially  designed  machines  for  payroll  alone  which  can  handle  pay- 
roll, labor  distribution,  payroll  tax  records,  and  can  insert  the  figure 
data  on  the  paychecks  in  a  single  operation  at  rates  varying  from  10 
to  20  checks  a  minute.  However,  these  are  specialized  machines  and 
have  little  application  elsewhere.  A  simple  payroll  system  (Fig. 
22.1,  22.2)  has  been  designed  for  the  National  Cash  Register  Model 
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31,  a  general  purpose  bookkeeping  machine  that  costs  about  $10,000 
including  forms  and  installation  costs.  Note  that  the  forms  are  ar- 
ranged to  show  how  the  same  figures  are  duplicated  on  three  separate 
records,  thus  assuring  identical  amounts  on  each  record  when  the 
time  comes  to  balance.  Of  course,  when  changes  are  made  to  correct 
errors,  failure  to  change  all  copies  will  throw  the  records  out  of  bal- 
ance. Some  systems  have  been  devised  so  that  labor  distributions  print 
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on  perforated  slips  or  on  manually  sorted  punch  cards  that  can  be 
summarized  for  the  job  cost  records. 

Materials  and  supplies  control 

As  pointed  out  in  Chap.  9,  control  of  materials  and  supplies 
depends,  to  a  large  extent,  on  the  effectiveness  of  receiving  and  charg- 
ing-out  procedures.  When  the  contractor's  accounting  system  provides 
for  perpetual  inventories  kept  by  units,  with  the  only  pricing  being 
applied  to  the  charge-outs,  the  bookkeeping  machine  could  perform 
the  following  steps:  (1)  Record  incoming  items  on  stock  cards,  (2) 
Record  the  breakdown  of  payable  vouchers  according  to  the  class  of 
goods  received,  (3)  Record  the  charge-outs  on  stock  cards,  and  (4) 
Prepare  perforated  slips  or  cards  to  reflect  amounts  to  be  charged  to 
each  work  item  on  each  job. 

Whether  more  than  one  step  in  the  procedure  would  be  required 
would  depend  on  the  type  of  machine  used  and  the  amount  of  in- 
formation desired. 

If  purchases  are  made  directly  for  each  job,  and  no  warehouse  inven- 
tory is  maintained,  the  stock  cards  in  the  list  above  can  be  eliminated. 
The  cost  distribution  would  appear  on  each  invoice  so  that  the  distri- 
bution slips  could  be  prepared  for  the  cost  summary  while  the  pay- 
ables are  being  posted. 

Equipment  timekeeping  and  accounting 

For  many  contractors  whose  investment  in  equipment  is  heavy,  an 
account  showing  the  revenue  earned  and  expense  incurred  on  each 
major  unit  of  equipment  would  be  extremely  useful  in  determining 
when  to  dispose  of  the  equipment  and  how  to  set  realistic  equipment 
use  rates.  For  the  majority  of  contractors,  however,  the  cost  of  main- 
taining such  records  by  hand  is  prohibitive.  If  properly  designed  and 
operated,  a  bookkeeping  machine  system  can  summarize  the  cost 
of  equipment  operation  and  post  it  to  individual  ledger  cards  for  each 
piece  of  equipment  in  a  single  operation.  In  a  separate  operation, 
equipment  time  cards  can  be  summarized  in  an  equipment  earnings 
record  and  the  individual  ledger  cards  posted  with  the  revenue. 
Analysis  slips  can  be  prepared,  at  the  same  time,  to  distribute  the 
equipment  revenue  to  the  various  jobs  and  work  items,  as  the  cost  to 
the  jobs  of  equipment  used. 

Other  applications 

In  the  preceding  paragraphs  it  has  been  pointed  out  how,  as  a  by- 
product of  gathering  the  data  on  payrolls,  materials  and  supplies,  and 
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equipment  revenues  and  costs,  the  cost  records  by  jobs  and  by  work 
items  within  the  jobs  may  be  developed.  This  record  is  made  either 
through  perforated  distribution  slips  (Appendix  B)  or  through  punch 
cards,  which  are  prepared  by  the  machine  as  the  original  data  are 
being  processed  and  then  summarized  on  the  machine  in  the  cost 
records.  As  each  day's  (or  week's)  posting  is  completed  and  balanced, 
the  slips  or  cards  should  be  wrapped,  labeled,  and  stored  until  the 
income  tax  examination  for  the  year  to  which  they  apply  has  been 
completed. 

The  applications  of  bookkeeping  machines  discussed  above  are 
the  ones  that  are  most  commonly  found  in  construction  accounting. 
There  are  a  number  of  others  possible.  The  general  ledger  may  be 
kept  by  machine,  and  if  an  adequate  system  of  journal  vouchers  is 
kept  to  explain  and  support  the  entries,  the  results  are  entirely  satis- 
factory. Another  useful  application  is  to  the  subcontractor's  ledger, 
which  can  often  be  coordinated  with  the  keeping  of  the  job  cost 
records  and  accounts  payable  records.  One  very  useful  variation  of  the 
accounts  payable  application  is  to  enter  all  purchase  orders  and  sub- 
contracts in  a  "commitments"  column.  Then  when  the  invoice  is  re- 
ceived the  commitment  is  cleared  out,  and  the  invoice  is  substituted. 
In  this  way,  management  can  not  only  be  informed  about  liabilities 
actually  incurred,  but  also  those  to  which  the  company  is  committed. 

Selecting  bookkeeping   machines 

The  cost  of  a  bookkeeping  machine,  with  forms  and  installation  in- 
cluded, may  run  from  $10,000  to  $15,000.  In  addition,  there  is  a  cer- 
tain amount  of  disruption  of  routine  during  the  installation  period. 
For  that  reason  it  is  wise  to  approach  the  purchase  of  such  a  machine 
with  caution  so  that  the  best  possible  results  can  be  achieved.  The  first 
step  in  choosing  a  machine  is,  therefore,  a  determination  of  the  in- 
formation wanted  so  that  the  machine  best  suited  to  the  contractor's 
specific  need  can  be  selected. 

Regardless  of  the  price,  and  regardless  of  what  the  machine  can  do, 
no  machine  is  economical  for  a  construction  company  unless  im- 
mediate repair  service  is  available  when  a  breakdown  occurs.  Also,  no 
machine  is  economical  for  a  construction  company  unless  its  opera- 
tion is  simple  enough  so  that  at  least  two  people  in  the  office  are 
capable  of  using  it. 

Finally,  machine  bookkeeping  pays  for  itself  only  if  the  volume  of 
work  is  sufficient  to  result  in  substantial  savings  in  salary  costs.  It  is 
true  that  a  machine  can  normally  turn  out  more  work  with  less  person- 
nel, but  unless  that  factor  makes  itself  felt  by  reducing  the  overhead  of 
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the  company  the  cost  cannot  be  justified.  However,  the  saving  in 
overhead  is  sometimes  hidden,  as  when  a  machine  is  purchased  rather 
than  additional  help  hired. 

When  it  is  decided  that  a  machine  is  desirable  and  when  the  com- 
pany's exact  requirements  have  been  determined,  then  the  sales  repre- 
sentatives for  each  of  the  major  brands  of  bookkeeping  machines 
should  be  consulted  to  see  whose  machine  can  accomplish  the  purpose 
at  a  minimum  cost  without  sacrificing  service  or  utility. 

Punched  card  accounting 

Applications  of  bookkeeping  machines  to  construction  payrolls,  ma- 
terials and  supplies  accounting,  equipment  timekeeping  and  account- 
ing, and  job  costs  have  been  discussed  in  the  previous  paragraphs.  If 
the  volume  of  transactions  becomes  large  enough  to  justify  the  cost, 
the  same  work  can  be  done  with  even  greater  speed  by  the  use  of 
punched  card  accounting.  However,  this  system,  except  for  the  very 
largest  construction  companies,  is  rarely  more  economical  than  book- 
keeping machines.  Even  the  largest  companies  would  not  normally 
have  sufficient  volume  to  require  this  system  if  their  accounts  were 
not  centralized. 

One  of  the  most  successful  applications  of  punched  card  accounting 
has  been  in  the  field  of  personnel  records,  for  example,  with  termina- 
tion and  employment  cards  (Fig.  22.3,  22.4). 

Other  machine  applications 

As  with  any  activity  largely  accomplished  by  hand,  there  are  a 
great  many  possible  machine  applications.   For  example,   Addresso- 
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Fig.  22.3     Termination  card 
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Fig.  22.4     Employment  card 


graph  or  Elliott  equipment  can  be  used  to  imprint  names  on  pay- 
checks in  order  to  save  the  time  of  typing  or  writing  them.  If  payrolls 
have  several  thousand  names,  a  real  saving  can  be  effected,  even  when 
turnover  is  high. 

Duplicating  processes  have  been  used  successfully  to  reduce  copying 
errors  and  to  make  facsimiles  of  payrolls,  purchase  orders,  reports, 
and  similar  documents  promptly  available  in  as  great  a  quantity  as 
may  be  needed.  A  recent  promising  development  in  the  field  of  dupli- 
cating equipment  is  found  in  a  number  of  photographic  duplicators, 
such  as  Verifax,  Thermofax,  Duplimat,  Photocopy,  Ozalid,  and 
Bruning. 

Because  of  the  peculiarities  of  the  construction  industry,  the  high 
degree  of  automation  possible  in  other  industries  may  be  a  long  way 
off.  Nevertheless,  progress  is  being  made  and  even  the  smallest  con- 
tractors now  have  available  automatic  calculators  such  as  the  Monroe, 
Marchant,  and  Friden,  and  printing  calculators  such  as  the  Reming- 
ton Rand  and  the  Olivetti. 
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Many  small  contractors  employ  a  public  accountant  to  "write  up" 
their  books  each  month,  to  prepare  their  current  payroll  tax  and 
sales  tax  returns  monthly  or  quarterly,  and  to  prepare  their  federal 
and  state  income  tax  returns  at  the  end  of  the  year.  For  very  small 
operations,  this  is  usually  a  reasonably  satisfactory  arrangement,  and 
the  cost  is  ordinarily  modest. 

Unless  the  accountant  is  a  certified  public  accountant,  there  is  a 
good  chance  that  he  is  not  admitted  to  practice  before  the  U.S. 
Treasury  Department.  However,  this  lack,  for  the  most  part,  is  not 
a  serious  handicap,  especially  since  the  recent  changes  in  Treasury 
policy,  which  permit  unenrolled  persons  who  prepare  income  tax 
returns  to  represent  taxpayers  before  revenue  agents  with  respect  to 
tax  liability  for  years  covered  by  such  returns.  It  is  quite  common, 
in  some  areas,  to  find  none  of  the  local  attorneys  admitted  to  practice 
before  the  Treasury  Department,  although  they  would  normally  be 
entitled  to  enrollment  on  application.  When  neither  the  contractor's 
accountant  nor  his  attorney  is  admitted  to  Treasury  practice,  it  is 
usually  a  good  idea  to  call  in  an  enrolled  agent  or  attorney  to  manage 
a  controversy  with  the  Internal  Revenue  Service. 
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Should  the  keeping  of  the  records  or  the  preparation  of  the  income  tax 
return  require  the  interpretation  of  a  contract  or  other  legal  document, 
or  if  lien  rights  or  the  title  to  property  are  involved,  the  contractor 
should  trust  neither  his  own  knowledge  nor  that  of  the  public  ac- 
countant, but  should  consult  his  attorney.  Usually  it  is  "free"  legal 
advice  that  is  the  most  expensive,  and  this  truism  applies  to  tax 
planning.  If  bookkeeping  is  done  by  an  outside  public  accountant  in 
the  manner  described,  the  contractor  should  review  every  statement 
and  tax  return  carefully,  and  should  not  accept  or  act  on  it  until 
he  understands  and  agrees  with  the  essential  accuracy  of  every  figure. 
Regardless  of  how  competent  or  dependable  the  bookkeeper  may  be, 
it  is  the  contractor  who  is  financially  responsible.  Unless  the  figures 
make  sense,  there  is  a  good  chance  that  they  are  not  correct. 

Monthly  financial  statement 

When  volume  becomes  large  enough  to  justify  hiring  a  bookkeeper, 
the  contractor  usually  finds  that  the  bookkeeper  he  is  able  to  hire 
needs  help  on  monthly  and  year-end  closings,  and  on  financial  state- 
ments and  tax  returns.  It  is  usually  most  economical  and  satisfactory 
to  employ  an  outside  accountant  (preferably  one  experienced  in  con- 
struction accounting)  to  perform  this  service.  Here  again,  the  ac- 
countant may  or  may  not  be  certified  and  he  may  or  may  not  be 
admitted  to  practice  before  the  Treasury  Department.  It  is  a  good 
idea  for  the  contractor  to  find  out  from  the  loan  officer  of  his  bank 
and  from  the  financial  analyst  of  his  bonding  company  the  extent  to 
which  they  are  willing  to  rely  on  financial  statements  prepared  by  an 
uncertified  accountant.  Again,  the  contractor  should  release  no  state- 
ments or  tax  returns  until  he  is  personally  satisfied  with  each  figure 
and  each  explanation.  Any  important  legal  or  tax  decision  should  be 
checked  with  a  specialist  in  the  field. 

Monthly  audit 

As  a  contractor's  business  grows,  he  usually  finds  it  profitable  to 
employ  a  bookkeeper  competent  to  prepare  financial  statements  and 
tax  returns.  This  change  in  emphasis  is  accompanied  by  a  shift  in  the 
type  of  service  he  requires  from  his  outside  accountants.  At  this 
point  he  needs  a  public  accountant,  preferably  certified,  who  is 
thoroughly  experienced  in  the  accounting  and  tax  problems  of  con- 
struction companies  in  general  and,  if  possible,  with  the  particular 
type  of  construction  in  which  the  contractor  is  engaged.  It  is  the  duty 
of  the  public  accountant  to  satisfy  himself  as  to  the  correctness  of  the 
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statements  and  the  tax  returns.  If  the  outside  accountant  does  his 
job  well,  it  will  be  unnecessary  to  make  demands  on  the  contractor's 
time  except  to  secure  decisions  on  the  accounting  or  tax  treatment  of 
important  issues  that  require  technical  construction  knowledge. 

Under  this  type  of  operation,  the  outside  accountant  normally 
prepares  the  income  tax  returns  and  the  year-end  financial  statements. 
He  will  also,  as  a  rule,  render  an  audit  report  and  an  auditor's  opinion 
on  the  financial  statements.  Nevertheless,  his  principal  function  is  to 
relieve  the  contractor  of  the  detailed  supervision  of  record  keeping 
that  was  necessary  under  the  system  in  which  the  outside  accountant 
kept  all  or  part  of  the  books.  At  this  point,  too,  the  contractor  begins 
to  enjoy  the  benefits  of  an  outside  check  on  his  own  thinking,  account- 
ing methods,  and  record  keeping  procedures,  as  well  as  the  advantages 
of  being  able  to  supply  his  bank  and  bonding  company  with  audited 
statements. 


Annual  audit 

At  some  point  in  the  growth  of  a  contractor's  business  he  will  find  it 
economical  to  hire  a  fully  trained  and  experienced  accountant  as 
chief  accountant  or  controller.  Then  the  level  of  service  required  of 
the  outside  accountant  rises  to  a  peak  and  accordingly  calls  for  engag- 
ing an  accounting  firm  with  the  highest  professional  qualifications 
in  accounting  and  income  tax  knowledge,  and  also  with  a  thorough 
understanding  of  all  phases  of  construction  accounting  and  financing. 

At  this  level  the  accountants,  during  the  year,  serve  as  consultants  on 
technical  tax  and  accounting  problems  as  they  arise.  At  the  year's 
end,  the  audit  is  made,  and  the  income  tax  returns  are  either  prepared 
by  the  accountants,  or  are  prepared  by  the  company  and  checked  by  the 
accountants  for  technical  correctness.  When  the  annual  audit  is  made, 
the  independent  accountants  will  also  make  a  critical  analysis  of  the 
over-all  record  keeping  and  accounting  procedures  of  the  company, 
and  will  make  such  suggestions  as  may  be  in  order,  to  improve  their 
strength  or  efficiency.  At  this  level  it  is  not  uncommon  for  the  ac- 
countants to  schedule  a  meeting  with  the  company's  bankers  and 
bondsmen  to  review  the  statements.  If  statements  or  reports  are  to  be 
made  to  regulatory  bodies  such  as  the  Securities  and  Exchange  Com- 
mission, the  outside  accountants  customarily  prepare  them.  Some 
states,  like  California,  require  a  qualification  statement  certified  by  an 
independent  accountant  before  a  contractor  may  bid  state  work,  and 
these  statements  are  usually  prepared  by  the  outside  accountants  at 
the  time  of  the  annual  audit. 
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Internal  control  functions 

Internal  auditing,  in  the  usual  sense,  is  not  as  well  developed  in  the 
construction  industry  as  in  some  others.  Relatively  few  public  ac- 
countants know  enough  about  the  operational  end  of  construction  to 
do  more  than  a  routine  checking  job.  To  be  really  effective  on  internal 
auditing  in  a  construction  company,  the  auditor  must  be  able  to 
evaluate  the  figures  he  sees  in  terms  of  his  observations  on  the  job. 
Therefore  internal  auditing  on  the  jobs  themselves  is  better  done 
either  by  the  employees  of  the  company  who  are  especially  trained 
for  the  job,  or  employees  of  the  accounting  firm  whose  background 
includes  substantial  experience  in  construction  job  offices.  A  public 
accounting  firm  that  can  furnish  such  auditors  can  make  a  very  val- 
uable contribution  to  the  auditing  of  its  construction  company  clients. 

There  are  functions,  however,  in  the  field  of  internal  auditing  that 
any  competent  public  accountant  can  and  (given  the  opportunity) 
should  do.  First,  he  can  make  sure  that  he  knows  how  the  data  are 
compiled  for  each  record  he  examines.  With  that  knowledge,  he  can 
evaluate  critically  the  chances  of  fraud  or  of  error  escaping  discovery. 
Any  loopholes  he  discovers  can  then  be  discussed  with  management 
to  determine  whether  the  risk  created  by  the  loophole  is  worth  the 
cost  of  closing  it.  For  example,  if  each  foreman  fills  out  and  turns  in 
the  time  cards  for  the  men  on  his  crew,  the  opportunity  for  fraud 
exists  through  collusion  between  a  foreman  and  a  workman.  The 
best  way  to  detect  or  prevent  such  fraud  would  be  through,  periodic 
spot  checks  and  counts  by  a  field  timekeeper  who  would  account 
physically  for  the  presence  of  all  men  on  the  payroll.  Whether  the 
risk  justifies  the  cost  in  a  given  situation  is  a  matter  for  management 
to  decide,  but  the  auditor  should  call  it  to  their  attention. 

Second,  the  auditor  can  provide  technical  supervision  over  the  ac- 
counting, and  carry  out  regular  tests  to  see  whether  established  pro- 
cedures are  being  followed.  For  example,  if  the  procedures  called  for 
a  field  timekeeper,  as  described  above,  failure  to  follow  the  procedures 
should  be  discovered  and  reported  by  the  independent  public  ac- 
countant. The  scope  of  the  outside  auditor's  assignment  should  be  such 
that  he  can  find  such  omissions.  However,  if  the  client-contractor's 
business  is  such  that  the  system  for  timekeeping  and  payroll  could 
be  improved  so  as  to  do  away  with  the  timekeepers  and  still  retain 
the  same  degree  of  control,  then  it  is  up  to  the  outside  auditors  to 
call  the  possible  improvement  to  the  attention  of  management,  and 
if  it  can  be  made  without  disturbing  other  phases  of  the  operation, 
to  supervise  putting  the  improvement  into  effect. 
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In  Chap.  2,  the  various  accounting  methods  available  to  a  construc- 
tion company  were  compared  technically.  Included  in  the  comparison 
were  the  cash  method,  the  accrual  method,  the  two  long-term  con- 
tract variations  of  the  accrual  method  known  as  the  completed-con- 
tract  method  and  the  percentage-of-completion  method,  and  hybrid 
methods.  In  this  chapter  the  emphasis  is  not  upon  the  methods  them- 
selves but  on  their  application  to  a  number  of  widely  varied  situa- 
tions. 

Many  large  jobs  widely  scattered:  If  there  are  numerous  large 
jobs  spread  over  a  wide  area,  diversification  should  cause  individual 
differences  to  average  out,  so  that  the  aggregate  result  should  be 
reasonably  accurate  regardless  of  the  method  of  accounting  chosen. 
Individual  jobs  would  normally  report  enough  operating  figures  to 
permit  adequate  job  site  management.  Assuming  a  corporate  form  of 
organization,  and  in  the  absence  of  an  excess  profits  tax,  the  time 
when  profits  are  realized  would  seem  to  make  little  difference.  On 
that  basis  the  completed-contract  method  of  determining  income  would 
appear  to  be  logical,  and  certainly  the  most  conservative,  while  the 
percentage-of-completion  method  would  be  vulnerable  to  errors  in 
estimating. 
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On  the  other  hand,  operations  of  this  size  and  extent  may  involve 
financing  problems,  bonding  problems  and  stockholder  problems. 
These  problems  are  often  simpler  when  the  percentage-of-completion 
method  keeps  the  flow  of  book  profits  somewhat  more  regular  than 
would  normally  be  possible  under  the  completed-contract  method. 
One  of  the  most  potent  incentives  to  the  use  of  the  percentage-of-com- 
pletion variation  as  a  method  of  reporting  income  is  income  taxation. 
Steeply  graduated  surtax  rates  on  individuals  and  excess  profits  taxes 
on  corporations  put  a  heavy  premium  on  keeping  the  income  curve 
as  smooth  as  possible.  For  these  reasons,  the  large  companies  with 
widely  scattered  operations  have  tended  to  use  either  the  straight 
accrual  method,  without  either  of  the  long-term  contract  variations, 
or  the  percentage-of-completion  method  of  determining  income. 

Few  large  jobs  in  restricted  area:  The  fewer  jobs  a  company  has, 
the  greater  the  variation  in  income  between  years  that  can  be  oc- 
casioned by  use  of  the  completed-contract  method  of  determining 
income.  Also,  the  smaller  the  territory  in  which  the  company  operates, 
the  greater  will  be  the  variations  caused  by  purely  local  conditions. 
If  the  company  is  incorporated  so  that  it  need  not  be  concerned  with 
high  surtax  rates,  and  if  it  is  well  enough  financed  so  that  its  bor- 
rowing and  bonding  capacity  is  above  suspicion,  the  completed-con- 
tract method  of  determining  income  insures  against  spending  profits 
that  may  fade  away  before  the  end  of  the  job. 

However,  if  bonding  capacity,  credit,  and  stockholder  considera- 
tions call  for  a  more  or  less  uniform  flow  of  income  on  the  operating 
statement,  then  either  the  straight  accrual  or  percentage-of-comple- 
tion methods  are  indicated.  The  principal  hazard  inherent  in  reflect- 
ing, on  the  financial  statements,  profits  that  are  still  tied  up  in  retained 
percentages  and  other  job  assets  lies  in  the  tendency  on  the  part  of 
many  contractors  to  think  of  job  profits  as  available  cash,  and  to 
make  commitments  calling  for  use  of  the  cash  before  it  is  available. 

If  joint  ventures  are  sponsored  (and  hence  operated)  by  others, 
there  is  not  much  control  over  the  time  when  their  profits  will  appear 
on  the  financial  statements.  Therefore,  a  somewhat  greater  degree 
of  control  over  the  timing  of  profits  from  the  company's  own  jobs 
is  required.  If  the  percentage-of-completion  method  is  used,  a  normal 
margin  for  variations  in  estimating  can  often  provide  the  necessary 
control. 

One  or  two  large  jobs:  Companies  having  one  or  two  large  jobs 
and  one  or  two  joint  ventures  are  less  likely  to  be  incorporated  than 
the  larger  companies,  and  hence  the  pressure  of  high  surtax  rates  is 
very  strong.  It  is  rare  to  find  a  construction  company  organized  as  a 
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partnership  when  the  facts  favor  reporting  as  a  corporation  for  tax 
purposes.  Therefore,  the  use  of  straight  accrual  or  percentage-of -com- 
pletion methods  becomes  a  virtual  economic  necessity. 

However,  the  completed-contract  method  may  be  practical  if  the 
contractor  is  able  to  unbalance  his  payment  schedules  so  as  to  free 
enough  cash  to  pay  the  taxes  in  the  year  they  become  a  liability,  and 
if  the  contractor's  flow  of  joint  venture  income  is  steady  enough  to 
smooth  out  the  income  curve. 

Many  large  and  small  jobs  widely  scattered:  A  large  number 
of  jobs  over  a  wide  area,  regardless  of  the  size  of  the  individual  jobs 
and  regardless  of  the  accounting  methods  used,  will  tend  to  have 
an  equalizing  effect  on  income.  Strict  interpretation  of  the  income 
tax  laws  would  seem  to  require  that,  at  least  for  jobs  running  less 
than  one  year,  either  the  cash  method  or  the  straight  accrual  method 
be  used.  For  obvious  reasons,  the  cash  method  provides  little  in  the 
way  of  information  for  management,  although  if  the  jobs  are  small 
enough  there  may  be  little  enough  variation  for  this  method  to  produce 
a  reasonably  accurate  over-all  result. 

On  jobs  that  run  over  one  year  the  contractor  is  entitled  to  use 
one  of  the  long-term  contract  methods,  but  often  it  is  better  to  sa- 
crifice the  advantage  of  the  long-term  methods  for  the  greater  economy 
of  a  single  consistent  method.  The  straight  accrual  method  has  the 
disadvantage  of  treating  as  income  the  amounts  currently  billable 
without  reference  to  job  progress  or  earnings.  This  method  becomes 
increasingly  applicable  as  the  jobs  become  smaller  and  shorter.  If  the 
jobs  are  small  enough  to  dispense  with  progress  billings  and  sub- 
stitute a  single  payment  on  completion  of  the  job,  the  straight  accrual 
method  approximates  the  completed  contract  method.  In  fact,  as  a 
practical  matter,  many  small  contractors  close  all  jobs  on  completion 
regardless  of  whether  there  are  any  progress  billings. 

Small,  short  jobs:  Companies  having  small,  short  jobs  almost 
always  collect  payment  on  completion,  and  even  if  there  are  jobs 
with  progress  billings,  the  completed-contract  method  is  most  prac- 
tical even  though  technically  not  permissible  for  tax  purposes.  Of 
course,  the  straight  accrual  method  is  preferable  when  applicable. 

Speculative  builders:  Many  small  contractors  build  houses  or 
stores  on  speculation.  The  speculative  structure  is  usually  owned  by 
the  contractor  and  assumes  more  of  the  character  of  an  inventory  item 
than  the  usual  construction  job.  Thus,  the  straight  accrual  method  be- 
comes applicable. 

Builders  of  tract  housing  often  receive  their  costs  through  a  disburs- 
ing agent  or  "joint  control."  Then  an  order  on  the  joint  control  is 
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the  equivalent  of  a  check  so  far  as  the  contractor's  accounting  is  con- 
cerned. However,  the  person  to  whom  the  order  is  issued  must  present 
it  to  the  joint  control  to  receive  payment.  An  exception  is  usually 
made  for  payroll  checks.  The  joint  control  check  is  issued  to  re- 
imburse the  builder's  payroll  bank  account,  and  the  builder's  pay- 
checks are  issued  to  the  employees. 

Custom  builders:  It  is  usual  for  the  custom  builder  of  residences 
and  small  commercial  buildings  to  receive  progress  payments.  It  is 
unusual  to  find  such  a  builder  with  a  job  that  lasts  over  a  year  and 
so  qualified  (income  tax-wise,  at  least)  to  use  one  of  the  long-term 
contract  methods  of  reporting  income.  Technically,  most  builders 
in  this  group  could  qualify  for  the  use  of  the  cash  method  of  account- 
ing but,  for  the  most  part,  they  can  achieve  a  result  closely  approach- 
ing the  percentage-of-completion  method  by  using  straight  accrual  ac- 
counting. 

Many  builders  in  this  class,  however,  prefer  to  take  up  income  on 
the  completed-contract  method.  When  properly  applied  to  work  of  this 
type,  the  completed-contract  method  actually  reflects  income  more 
accurately  than  the  other  available  methods,  and  is  therefore  usually 
accepted  without  question  for  income  tax  purposes. 

Income  tax  effect 

The  federal  income  tax  regulations  permit  the  use  of  the  cash 
method  of  accounting  whenever  inventories  are  not  a  "material  in- 
come-producing factor."  Therefore,  since  relatively  few  construction 
contractors  have  inventories  in  the  strict  sense  of  the  word,  most  such 
contractors  may  use  the  cash  method  of  accounting  if  it  supplies 
management  with  sufficient  information.  The  only  limitation  for  tax 
purposes  is  that  it  be  properly  elected  and  consistently  applied.  There 
is  a  growing  tendency  on  the  part  of  the  taxing  authorities  and  the 
courts  to  require  the  use  of  the  same  method  for  both  accounting  and 
tax  reporting.  A  recent  case  in  the  Ninth  Circuit  court  held  that  the 
Commissioner  of  Internal  Revenue  could  require  an  engineering  firm 
that  kept  its  books  by  the  accrual  method  and  reported  income  tax 
by  the  cash  method  to  use  the  accrual  method  for  both. 

The  doctrine  of  constructive  receipt  (which  requires  including  in 
income  the  cash  not  reduced  to  actual  possession)  has  been  applied 
to  the  offsetting  by  a  creditor  of  an  amount  due  to  him  against  an 
amount  due  to  the  contractor.  In  other  words  the  full  amount  of 
both  the  receivable  and  the  payable  must  be  taken  into  account.  Gen- 
erally speaking,  the  cash  method  may  prove  satisfactory  for  small  con' 
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tractors  whose  jobs  are  of  short  duration  and  whose  working  capital 
position  is  such  that  they  cannot  pay  the  tax  on  income  that  has 
not  been  reduced  to  cash.  Even  for  those  contractors,  it  is  not  per- 
missible to  charge  capital  expenditures  such  as  equipment  directly  to 
expense. 

Most  contractors  whose  operations  are  substantial  find  either  the 
accrual  method,  or  one  of  its  long-term  contract  variations,  more  satis- 
factory for  both  management  and  for  tax  purposes.  Properly  applied, 
this  method  comes  closer  to  a  true  matching  of  revenues  and  related 
costs  than  any  other.  Under  court  decisions,  retained  percentages  need 
not  be  included  in  income  determined  by  the  accrual  method,  and 
presumably,  though  not  necessarily,  the  same  reasoning  would  apply 
to  retained  percentages  payable  to  subcontractors.  Accounting  prac- 
tice does  not  follow  the  court  rulings  and,  except  in  unusual  circum- 
stances, the  Internal  Revenue  Service  follows  the  accounting  method. 

If  the  payment  schedules  on  larger  jobs  are  not  unbalanced  (to  per- 
mit disproportionately  high  progress  payments  early  in  the  job)  and  if 
percentage  of  completion  is  computed  on  the  basis  of  actual  work 
done  and  not  limited  merely  to  completed  units  of  work  in  place, 
the  accrual  method  and  the  percentage-of-completion  variation  will 
produce  approximately  the  same  results. 

If  contracts  will  (or  can  be  made  to)  last  a  year  or  more,  either 
the  percentage-of-completion  or  completed-contract  variations  may  be 
used.  If  payment  schedules  are  unbalanced,  or  if  it  is  desired  to  defer 
as  much  tax  as  possible,  the  vague  and  unrealistic  attitude  of  the  In- 
ternal Revenue  Service  toward  the  percentage-of-completion  variation 
makes  it  an  ideal  vehicle  for  tax  shifting.  However,  if  it  is  to  be  used 
for  that  purpose,  the  requirement  in  the  regulations  for  an  engineer's 
or  architect's  certificate  should  not  be  ignored,  as  it  usually  is.  One 
midwestern  engineering  firm  put  it  very  bluntly.  "The  more  we  are 
trying  to  get  away  with,"  said  the  controller,  "the  closer  we  follow 
the  letter  of  the  regulations." 

One  of  the  minor  (but  often  important)  details  in  reporting  the 
selection  of  one  of  the  long-term  contract  variations  of  the  accrual 
method  arises  in  the  preparation  of  the  income  tax  return  for  the  year 
in  which  the  method  was  adopted.  Where  the  taxpayer  is  asked  to 
check  either  "cash  basis"  or  "accrual  basis"  on  the  return  as  indicative 
of  the  method  employed,  the  safest  procedure,  if  either  of  the  long- 
term  contract  variations  is  to  be  adopted,  is  to  mark  the  "accrual" 
square  and  follow  it  with  the  words  "completed-contract-method"  or 
"percentage-of-completion  method,"  whichever  is  applicable.  Fre- 
quently, a  revenue  agent  whose  zeal  exceeds  his  understanding  will 
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attempt  to  interpret  failure  to  so  designate  the  method  as  an  election 
not  to  use  it. 

The  completed-contract  variation  of  the  accrual  method  is  the  most 
conservative,  and  in  many  cases  the  most  accurate,  method  of  account- 
ing for  a  construction  contractor's  income.  Small  contractors  with 
comparatively  short  jobs  (who  are  technically  not  entitled  to  use  it 
for  federal  income  tax  purposes)  favor  its  use  because  it  eliminates  the 
laborious  and  costly  estimates  of  percentage  of  completion,  and  be- 
cause it  includes  contract  revenue  in  income  in  the  year  when  cash 
to  pay  the  tax  becomes  available.  Larger  contractors  with  longer  jobs 
(who  are  technically  entitled  to  use  the  completed-contract  variation) 
have  tended  to  avoid  it  because  of  the  tendency  to  bunch  large  amounts 
of  income  in  a  single  taxable  year  and  thereby  subject  themselves  to 
excess  profits  tax  (in  periods  when  such  taxes  are  in  effect);  or  to  the 
corporate  "pay-as-you-go"  taxes  presently  in  effect;  or  to  the  graduated 
surtax  rates  applicable  to  noncorporate  taxpayers. 

Usefulness  to  management 

As  was  pointed  out  previously  in  this  discussion,  the  cash  method 
of  accounting  is  of  minimum  usefulness  to  management.  However, 
so  long  as  the  business  is  small  enough  so  that  management  needs  no 
help  from  accounting,  the  cash  method  enables  the  contractor  to 
supply  the  demands  of  government  at  a  minimum  cost  in  time,  effort, 
and  money. 

The  accrual  method  of  accounting  is  usually  the  method  most 
likely  to  provide  management  with  usable  data  because  it  takes  into 
account  more  of  the  known  facts  relative  to  the  company's  operations. 
As  applied  to  the  construction  business,  the  accrual  method  often 
distorts  income  unless  it  is  adjusted  to  exclude  unearned  income  and 
to  defer  the  heavy  costs  of  getting  a  job  started  until  the  period  in 
which  the  related  income  is  taken  into  account.  Because  this  procedure 
is  somewhat  complicated  and  not  well  understood,  accrual-method 
accounting  is  often  called  misleading.  From  the  viewpoint  of  manage- 
ment, however,  the  accrual  method,  properly  understood  and  applied, 
is  potentially  the  most  useful  method. 

Bank  and  bonding  credit 

Generally  the  method  of  accounting  used  by  the  contractor  has 
little  bearing  on  his  credit  with  banks  and  bonding  companies.  If 
supplied  with  all  the  supplementary  data  they  request,  these  concerns 
will  make  their  own  adjustments.  The  banks,  of  course,  are  interested 
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in  the  sources  of  funds  from  which  their  loans  are  to  be  repaid,  and 
are  often  more  interested  in  a  cash  forecast  than  in  the  financial  state- 
ments themselves.  The  bonding  company  is  generally  more  interested 
in  the  current  position  and  the  ability  to  finance  the  work  bonded. 
Both,  of  course,  are  interested  in  the  security  to  which  they  may  look 
if  they  incur  losses. 

Banks  and  bonding  companies  may  have  to  adjust  the  figures  in 
their  clients'  statements  to  secure  the  specific  information  they  need. 
Beyond  their  own  immediate  needs,  however,  banks  and  bonding 
companies  are  interested  in  their  clients'  accounting  methods  as  some 
indication  of  the  management  skill  upon  which  the  client  depends 
for  success.  To  the  extent  that  the  management  of  a  contracting  firm 
depends  upon  obsolete  or  inadequate  accounting  methods,  its  credit 
and  bonding  capacity  may  be  limited. 

No  comparison  of  accounting  methods  available  to  construction 
contractors  would  be  complete  without  making  reference  to  an  out- 
standing analysis  of  the  subject  presented  to  the  1954  annual  meet- 
ing of  the  American  Institute  of  Certified  Public  Accountants  by 
Edward  B.  Wilcox.  It  is  presented  as  Appendix  C. 


Appendix  A 


Contractor's  Job  Cost  System 


By  Systems  Service  Department,  Charles  R.   Hadley  Company 

Reprinted   from   "Hadley   Service  Bulletin" 
The  big  problem  faced  by  all  contractors,  whether  they   be  residential 
builders,  general  contractors  doing  all  types  of  construction  work,  or  highway 
contractors,  is  the  recording  of  costs.  Note  that  we  are  speaking  of  recording 
costs  rather  than  determining  costs. 

Today  most  contractors  determine  their  costs  with  great  accuracy,  if  only 
to  protect  themselves  in  case  of  a  tax  audit.  Their  great  difficulty  is  that  these 
costs  are  determined  after  the  job  is  finished.  What  they  need,  and  know  they 
need,  is  an  accumulation  of  costs  day  by  day  which  they  know  is  accurate. 

The  accurate  recording  of  costs  is  essential  to  support  year-end  tax  re- 
turns whether  the  contractor  uses  the  percentage-of-completion  method  or 
the  completed-contract  method.  What  is  more  important  to  the  contractor, 
however,  is  the  determination  of  whether  costs  are  running  higher  or  lower 
than  estimated.  The  most  astute  contractor  can  do  nothing  about  excess 
costs  after  the  job  is  finished.  That  same  man  may,  however,  be  able  to  pre- 
vent a  financial  disaster  if  he  learns  early  enough  that  costs  are  piling  up 
faster  than  the  progress  on  the  job  warrants. 

System  standardized 

Prior  to  standardizing  the  "write  it  once"  accounts  payable  system  with  job 
cost  ledger  for  contractors,  the  Charles  R.  Hadley  Company  had,  for  several 
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years,  been  designing  and  installing  special  systems  of  this  nature  for  different 
types  of  contractors.  From  the  variety  of  problems  presented,  and  from  the 
experience  gained  in  solving  these  problems,  our  standard  system  was  de- 
veloped. 

Anyone  who  has  ever  worked  in  a  contractor's  office,  either  as  an  ac- 
countant or  as  an  auditor,  will  immediately  recognize  the  truth  of  the  fol- 
lowing statements:  (1)  the  job  cost  ledgers  are  not  kept  strictly  up  to  date, 
and  (2)  seldom,  if  ever,  does  a  trial  balance  of  the  job  cost  ledgers  agree 
with  the  balance  in  the  general  ledger  account  "Work  in  progress." 

With  the  "write  it  once"  system  any  number  of  jobs  can  be  operated  at 
one  time  through  a  single  set  of  books  and  any  one  of  these  jobs  can  be  split 
up  into  as  many  subsections  as  desired.  All  records  can  be  kept  up  to  date 
with  the  least  amount  of  effort  and  the  job  cost  ledgers  on  every  individual 
job,  and  every  subsection,  can  be  up  to  date  and  in  balance  at  all  times. 

The  heart  of  the  system  is  the  record  of  invoices  and  work  in  progress, 
Form  N433,  which  is  illustrated  with  job  cost  ledger,  Form  N434,  and  ac- 
counts payable  ledger,  Form  N571,  superimposed    (Fig.  A.l) . 

Journal  N433  is  used  not  only  to  record  materials  or  services  purchased 
from  outside  vendors,  but  acts  as  a  general  journal  when  transferring  internal 
charges  to  the  individual  job  cost  ledgers.  These  internal  charges  may  consist 
of  the  transfer  of  materials  from  inventory  to  specific  jobs,  the  transfer  of 
materials  from  one  job  to  another  or  back  to  inventory,  the  distribution  of 
accrued  payroll  to  specific  jobs,  the  allocation  of  overhead  charges  to  specific 
jobs,  or  any  other  transaction  that  affects  the  cost  of  one  or  more  jobs. 

Directly  connected  with  the  system  through  the  accounts  payable  ledger, 
Form  N571,  is  the  check  record,  Form  N431,  and  the  accounts  payable  check, 
Form  W524. 

Mechanics  of  the  job  cost  system 

The  object  of  the  system  is  not  only  to  keep  job  costs  as  up  to  date  as  the 
latest  charges  available,  but  to  establish  absolute  control  over  accounts  pay- 
able, labor  costs,  material  costs,  subcontract  costs,  and  all  others  which  might 
be  charged  to  "Work  in  progress." 

Some  bookkeepers  distribute  indirect  expense  items  such  as  rent,  utilities, 
and  the  like,  on  the  check  record  at  the  time  the  items  are  paid.  Such  a  pro- 
cedure is  not  recommended  because  accounts  payable  control  over  these 
items  is  lost.  It  is  much  better,  for  the  sake  of  control,  to  set  up  an  accounts 
payable  ledger  for  each  vendor,  including  the  utility  companies  and  others  of 
this  nature,  and  to  record  these  payables  on  the  record  of  invoices. 

Therefore,  every  entry  on  the  record  of  invoices,  Form  N433,  will  affect 
an  accounts  payable  ledger,  a  job  cost  ledger,  or  both. 

It  follows  that  no  entry  can  be  made  on  the  record  of  invoices  unless  the 
left  half  of  the  journal  is  covered  by  an  accounts  payable  ledger,  the  right 
half  covered  by  the  appropriate  job  cost  ledger,  or  both. 

Just  as  no  entry  can  be  made  on  the  journal  without  the  presence  of  one 
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or  both  ledgers,  neither  can  any  entry  be  made  on  a  ledger  unless  it  is 
superimposed  upon  a  journal. 

Journal  control 

To  see  how  control  of  job  cost  ledgers  is  obtained  through  the  journal,  a 
clear  understanding  of  the  use  of  each  column  is  necessary.  At  the  risk  of 
seeming  too  elementary,  we  present  the  following  outline:  (Columns  have 
been  numbered  consecutively,  from  left  to  right,  on  the  illustration,  Fig. 
A.2.) 

Column  1.     Enter  date  from  original  media,  such  as  date  of  invoice. 
Column  2.     This  is  to  identify  the  source  of  the  entry,  such  as  an  invoice 
number,  credit  memo  number,  material  requisition,  or  the  page  number  of 
the  payroll  journal  when  recording  labor  charges. 

Column  3.  All  invoices  recorded  are  a  credit  to  accounts  payable,  and  could 
be  debited  to  inventory,  column  9,  directly  to  a  job,  columns  15,  16,  17,  or  19, 
or  to  any  appropriate  general  ledger  account,  column  20. 

The  debit  column  is  used  to  record  credit  memoranda  issued  by  vendors. 
They  offset  credit  entries  which  may  be  to  jobs,  to  inventory,  or  to  some 
other  general  ledger  account.  If  the  contractor  follows  the  procedure  of  issu- 
ing a  debit  memorandum  to  the  vendor  upon  the  return  of  unacceptable 
material,  the  debit  memo  will  be  entered  here.  The  vendor's  credit  memo, 
when  received,  becomes,  in  effect,  a  confirmation  of  the  debit  memo  previ- 
ously recorded. 

Column  4.  This  credit  to  "Accrued  payroll"  is  to  offset  labor  charged  di- 
rectly to  jobs  in  column  14.  The  two  entries  are  always  equal. 
Column  5.  As  under  "Accrued  payroll,"  an  offsetting  entry  is  made  in  this 
column  whenever  overhead  is  charged  to  a  job  in  column  18. 
Column  6.  This  column  adds  flexibility.  Its  frequency  of  use  will  depend 
upon  how  the  blank  columns,  9,  10,  and  17,  are  used  (see  below) .  Its  essential 
purpose  is  described  in  the  heading  "Other  credits."  When  an  offsetting 
credit  entry  is  required  and  it  cannot  be  assigned  to  any  other  column,  it 
goes  in  column  6. 

For  example:  If  a  mistake  were  made,  charging  architects'  fees  or  permits 
to  the  wrong  job  ("Other  charges") ,  it  could  be  corrected  through  the  use  of 
column  6.  The  mechanics  of  such  a  correction  are  the  same  as  described  under 
columns  9  and  10.  Without  column  6,  such  a  correction  would  have  to  be 
made  through  the  general  journal. 

Columns  7  and  8.  These  two  columns  provide  posting  control  for  the  ac- 
counts payable.  The  balance  shown  in  column  7  on  the  ledger  is  entered  in 
column  8.  The  gross  amount  of  the  invoice  being  recorded  is  added  to  the 
balance  to  obtain  the  new  balance. 

Columns  9  and  10.  These  have  also  been  left  blank  to  make  the  form  more 
versatile.  In  the  illustration  they  are  used  as  debit  and  credit  columns  for 
inventory.  If  considerable  inventory  is  carried,  this  is  the  obvious  use.  Column 
9  would  handle  the  debits  for  all  new  materials  received  or  for  excess  ma- 
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terials  returned  to  stock  from  a  particular  job.  The  offsetting  credits  for  ma- 
terials taken  from  inventory  and  charged  to  a  job,  under  column  15,  would 
be  entered  in  column  10. 

If  materials  were  transferred  from  one  job  to  another,  columns  9  and  10 
would  act  as  a  clearing  account.  The  procedure  would  be:  debit  inventory, 
column  9,  and  credit  the  job,  column  15  (an  encircled  entry),  from  which 
the  material  was  taken;  then  credit  inventory,  column  10,  for  the  same 
amount  and  debit  the  job,  column  15,  to  which  the  material  was  transferred. 

Some  contractors  charge  each  job  periodically  with  a  rental  figure  for  the 
equipment  used  on  the  job.  The  figure  used  is  approximately  what  would 
have  to  be  paid  if  the  equipment  were  rented  rather  than  owned  by  the  con- 
tractor. In  such  cases,  one  of  the  blank  columns  (9  or  10)  could  be  labeled 
"Other  income"  or  "Equipment  rental  income"  to  receive  the  offsetting 
credits  when  charges  are  made  to  the  jobs. 

If  column  10  were  used  for  income  from  equipment  rental,  column  9  could 
still  be  used  for  inventory.  Both  debits  and  credits  would  then  be  entered 
in  the  same  column.  Credit  entries  would  be  encircled  to  distinguish  them 
from  the  debit  entries.  The  column  total  would  be  a  net  figure,  either  debit 
or  credit. 

Column  11.  This  is  the  date  the  entry  is  made  on  the  job  cost  ledger. 
Column  12.  The  job  number  is  entered  each  time  as  a  control  figure.  Thus 
every  entry  on  the  journal  which  has  been  charged  to  a  job  can  be  traced  to 
the  particular  job  by  its  number.  The  repetition  of  the  job  number  on  the 
job  cost  ledger  is  visual  proof  that  the  charges  have  been  made  to  the  proper 
job. 

Column  13.  Where  a  vendor's  name  is  not  appropriate,  a  description,  such 
as  "overhead  charges"  or  "material  from  stock,"  should  be  used. 

We  cannot  emphasize  too  strongly  that  no  entries  can  be  made  in  cost 
columns  14  through  19  until  the  appropriate  job  cost  ledger  has  been  placed 
on  the  board. 

Column  14.  In  this  column  will  be  entered  the  amount  of  direct  labor  to 
be  charged  to  each  job.  This  will  probably  be  done  weekly,  although,  if 
UniSort  job  time  cards  are  used,  it  can  be  done  daily.  The  total  labor  charged 
to  all  jobs  must,  of  course,  equal  the  total  direct  labor  shown  on  the  payroll 
journal.  The  corresponding  credit  is  to  "Accrued  payroll,"  column  4. 
Column  15.  Charges  for  all  material,  whether  taken  from  inventory  or 
purchased  specifically  for  the  job,  must  be  entered  in  this  column. 
Column  16.  Entries  in  this  column  will  represent  invoices  from  subcon- 
tractors at  gross.  The  amounts  withheld  pending  completion  and  the  filing 
of  labor  releases,  etc.,  will  be  reflected  in  the  "Balance"  column  on  the  ac- 
counts payable  ledger  for  the  subcontractor  and,  of  course,  in  the  accounts 
payable  control  account  in  the  general  ledger. 

Column  17.  This  column  was  also  left  blank  for  flexibility.  It  may  be  used 
for  any  specific  recurring  cost,  such  as  equipment  rental  as  explained  in 
connection  with  column  9. 
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Column  18.  Overhead  is  usually  a  monthly  charge,  prorated  to  the  jobs  on 
some  equitable  basis.  The  offsetting  credit  is  to  "Overhead  absorbed,"  column 
5.  Not  all  contractors  charge  overhead  to  the  jobs.  The  practice  is  sufficiently 
common,  however,  to  warrant  printing  the  column  heading. 
Column  19.  All  costs  of  the  job  which  are  not  provided  for  under  columns 
14  through  18  are  entered  here  as  "Other  costs."  Such  charges  as  architects' 
fees,  cost  of  blueprints,  surveyors'  fees,  building  permits,  and  inspection  fees 
are  typical. 

Column  20.  The  amount  of  any  item  not  chargeable  to  a  job  (or  to  in- 
ventory) and  the  account  number  to  which  it  is  to  be  charged  are  entered 
in  this  column. 

Typical  entries 

To  clarify  the  procedure,  ten  typical  entries  are  shown  on  the  illustration 
of  journal  N433  (Fig.  A.2) .  Ledgers  and  carbons  have  been  omitted  in  order 
to  show  the  entries  in  full.  It  is  assumed  in  all  cases  that  the  original  media, 
from  which  these  entries  were  made,  have  been  checked  for  receipt  of  ma- 
terials, prices,  and  extensions  and  that  the  indicated  distribution  has  been 
approved  by  the  proper  authority.  An  adding  machine  tape  shows  the  total 
of  all  invoices  to  be  $1,271.45. 

1.  Invoice  from  Jones  and  Company  for  $318.00  chargeable  to  inventory. 
Accounts  payable  ledger  used. 

2.  Invoice  from  Smith  Brothers  for  $226.20  chargeable  to  materials  de- 
livered to  job  111.  Accounts  payable  ledger  for  Smith  Brothers  and  job  cost 
ledger  for  job  1 1 1  used. 

3.  Materials  worth  $110.00  were  withdrawn  from  inventory  on  requisition 
No.  2476  and  delivered  to  job  111.  Job  cost  ledger  used. 

4.  Brown  Lumber  Company  invoice  for  $384.00  for  materials  delivered 
to  job  111.  Accounts  payable  ledger  and  job  cost  ledger  used. 

5.  Direct  labor  amounting  to  $254.00  charged  to  job  111  from  daily  labor 
distribution  sheet  for  January  29.  Job  cost  ledger  used. 

6.  Invoice  from  Wayne  Plumbing  Company  for  $217.00  for  completing 
the  rough  plumbing  on  job  111.  Accounts  payable  and  job  cost  ledger  used. 

7.  Invoice  from  the  city  for  curb-breaking  permit  on  job  111.  Accounts 
payable  and  job  cost  ledger  used. 

8.  Materials  costing  $62.40  were  transferred  from  job  111  to  job  115.  This 
entry  requires  two  lines  to  complete;  on  line  8,  a  debit  is  made  to  inventory 
and  a  credit  to  job  111;  on  line  9,  a  credit  is  made  to  inventory  and  a  debit 
to  job  115.  Job  cost  ledgers  for  job  111  and  job  115  are  used. 

9.  End-of-month  entry  distributing  $129.76,  its  share  of  overhead,  to  job 
111.  Job  cost  ledger  used. 

10.  Telephone  Company  bill  for  $93.75.  Accounts  payable  ledger  used. 
An  entry,  unless  it  is  a  transfer  of  costs  from  one  job  to  another,  seldom 

affects  more  than  one  job.  Vendors  and  subcontractors  generally  submit 
separate  invoices  for  different  jobs.  Should  an  invoice  be  received,  however, 
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covering  more  than  one  job,  one  line  on  the  left  of  the  journal  would  be 
used  to  record  the  invoice,  but  as  many  lines  as  there  were  jobs  concerned 
would  be  used  on  the  right  in  the  work  in  progress  section.  For  example: 
assume  that  in  entry  No.  4,  above,  the  invoice  from  Brown  Lumber  Company 
had  been  for  material  chargeable  half  to  job  111  and  half  to  job  115.  The 
total  amount  of  the  invoice,  $384.00,  would  be  recorded  on  the  accounts  pay- 
able ledger  as  illustrated  on  line  4.  The  charge  to  job  1 1 1  on  line  4,  how- 
ever, would  be  only  $192.00  with  the  other  $192.00  being  charged  to  job  115 
on  line  5. 

The  line  number  on  the  journal  should  be  checked  off  as  each  line  is  used. 
This  is  necessary  because  carbons,  when  mounted  over  the  journal,  cover 
everything  except  the  two  blank  columns  (which  we  have  headed  inventory) 
and  the  line  number  column  and  make  it  difficult  to  check  the  next  open 
writing  line.  If  the  person  who  posts  the  invoices  is  taught  to  check  off  the 
line  numbers,  it  will  become  automatic  and  no  difficulty  will  be  encountered. 

Control 

Examination  of  the  illustrative  entries  shows  clearly  how  costs  on  each 
job  are  classified.  Since  the  journal  is  self-balancing  (total  debits  equal  total 
credits)  and  since  the  journal  will  be  proved  at  least  once  each  day,  control 
over  the  accounts  payable  and  job  cost  ledgers  is  absolute.  Remember  these 
points: 

1.  No  entry  can  be  made  on  a  ledger  unless  it  is  on  the  board  and 

2.  No  entry  can  be  made  in  columns  3  and  14  through  19  except  as  a 
carbon  copy  of  an  entry  on  an  accounts  payable  or  job  cost  ledger. 

3.  Therefore,  proving  the  journal  proves  the  accounts  payable  and  job  cost 
ledgers. 

Daily  posting 

Daily  posting  of  all  available  costs  should  be  insisted  upon  even  though  on 
some  days  only  a  single  posting  be  made.  The  major  purpose  of  the  system 
is  to  gain  control  of  costs.  The  key  to  its  success  is  that  all  related  records  be 
kept  up  to  date  and  in  balance  at  all  times.  Daily  posting  is,  therefore,  an 
absolute  necessity. 

That  the  user  gains  other  benefits  such  as:  (1)  more  even  distribution  of 
the  work  load  in  the  office,  (2)  actual  savings  in  clerical  time,  (3)  elimina- 
tion of  month-end  bottlenecks,  and  (4)  complete  confidence  in  his  costs,  is 
self-evident.  But  these  are  by-products.  The  major  goal  is  up-to-the-minute 
cost  information.  Up-to-the-minute  cost  information  means  up-to-the-minute 
records.  And  up-to-the-minute  records  mean  daily  posting  with  daily  proof. 

Posting  invoices 

As  stated  before,  it  is  assumed  that  before  invoices  are  posted  they  will 
have  been  checked  for  receipt  of  materials,  prices,  and  extensions  and  that 
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the  indicated  cost  distribution  has  been  approved  by  the  proper  authority. 
Since  posting  cannot  begin  until  invoices  have  been  properly  processed  and 
approved,  all  personnel  concerned  with  this  phase  of  the  operation  should  be 
cautioned  to  process  the  invoices  promptly. 

Invoices  should  be  arranged  in  job  order.  Usually  there  will  be  several  in- 
voices, or  other  original  media,  for  one  job.  Arranging  them  in  job  order 
will  speed  the  posting  operation  since  the  job  cost  ledger  for  that  job  may 
be  left  on  the  board  until  all  the  invoices  that  pertain  to  it  have  been  posted. 
If  the  volume  of  invoices  for  any  one  job  is  great,  those  invoices  may  be  ar- 
ranged alphabetically  to  facilitate  their  selection  from  the  tray.  Ordinarily, 
however,  this  will  not  be  necessary. 

While  it  is  unlikely  to  happen,  if  an  invoice  is  received  which  affects  more 
than  one  job,  it  should  be  saved  until  last.  Thus  the  maximum  posting  speed 
will  be  maintained  on  all  of  the  invoices. 

Assuming  that  the  first  invoice  affects  a  job  in  progress,  the  steps  in  posting 
are  as  follows: 

1.  Run  an  adding  machine  tape  on  all  of  the  invoices  to  be  posted.  This 
total  will  later  be  used  as  a  control,  or  proof,  total. 

2.  Select  the  first  job  cost  ledger  affected  by  the  first  group  of  invoices  and 
mount  it  on  the  pegs  on  the  right  side.  Select  the  accounts  payable  ledger  for 
the  first  invoice  and  mount  it  on  the  pegs  on  the  left  side,  making  certain 
that  the  next  open  writing  line  on  each  ledger  is  aligned  with  the  first  un- 
checked line  number  on  the  journal. 

3.  Start  the  entry  by  copying  the  "balance  due"  (from  the  last  column  on 
the  accounts  payable  ledger)  into  the  "Old  balance"  column.  Always  make 
this  transfer  of  the  "balance  due"  to  the  "Old  balance"  column  first.  Com- 
plete entering  the  invoice,  starting  with  the  date  and  entering  the  gross 
amount  in  the  "Credit"  column  under  accounts  payable  as  you  would  on 
any  invoice  register  (except  that  the  entry  here  is  made  on  the  ledger,  of 
course) . 

4.  On  the  adding  machine,  pick  up  the  credit  just  entered  and  the  last 
amount  shown  in  the  "Balance  due"  column  on  the  ledger  and  post  the  re- 
sulting total  as  the  new  "Balance  due."  Note  particularly  that  we  did  not 
use  the  amount  we  had  previously  entered  in  the  "Old  balance"  column.  By 
using  the  last  balance  figure  in  both  instances,  we  prevent  the  possibility  of  a 
repetitive  error. 

5.  Check  off  the  line  number. 

6.  Complete  the  entry  on  the  job  cost  ledger  distributing  the  amount  of  the 
invoice  to  the  indicated  cost  classification.  Do  not  neglect  to  enter  the  date 
job  number  and  description  or  vendor.  The  job  number  is  the  number  shown 
on  the  job  cost  ledger  and  should  agree  with  the  job  number  to  which  distri- 
bution was  indicated  on  the  invoice.  This  serves  to  identify  the  entry  on  the 
journal  and  assures  anyone  looking  at  the  ledger  that  no  charges  applicable 
to  other  jobs  have  been  made  to  this  job. 

7.  Remove  the  accounts  payable  ledger,  file  it,  and  select  the  ledger  needed 
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to  record  the  next  invoice.  Continue  as  above  until  all  invoices  affecting  the 
job  cost  ledger  on  the  board  have  been  posted. 

8.  Remove  and  file  the  job  cost  ledger  and  select  the  one  affected  by  the 
next  group  of  invoices. 

Invoices  covering  materials,  supplies,  or  services  not  chargeable  to  a  job 
are  handled  as  above  except  that  the  job  cost  ledger  is  omitted  from  the 
board.  Where  it  is  desired  to  enter  the  vendor's  name  or  a  description  in 
column  13,  the  carbon  is  lifted  and  the  entry  made  directly  on  the  journal. 
The  same  procedure  is  followed  when  posting  costs  to  the  job  from  media 
other  than  invoices,  where  the  offsetting  credit  is  to  a  column  covered  by 
carbon.  In  such  a  case,  of  course,  the  job  cost  ledger  only  would  be  on  the 
board. 

Proof 

Posting  should  be  proved  (a)  whenever  a  journal  is  completed,  and  (b) 
when  posting  for  the  day  is  completed.  The  various  parts  of  the  posting 
operation  are  proved  as  follows: 

1.  Pencil-foot  all  columns  on  the  journal. 

2.  The  net  total  of  the  accounts  payable  (credit  totals  less  debit  totals) 
must  equal  the  prelist  total  of  the  invoices  less  any  credit  memos  received 
from  vendors  or  debit  memos  issued  by  the  contractor. 

This  will  prove  not  only  that  we  have  entered  the  correct  amounts  on 
the  journal,  but  also  on  each  individual   accounts  payable  ledger. 

3.  The  grand  total  of  all  debits  on  the  journal  must  equal  the  grand 
total  of  all  credits.  If  not,  check  each  line  to  locate  the  error. 

This  step  proves  that  for  all  credits  (including  those  to  accounts  pay- 
ables, already  proved)  there  have  been  made  offsetting  debits  in  equal 
amounts. 

4.  The  total  of  the  "Prior  balance"  column,  plus  total  accounts  payable 
"Credits"  less  "Debits"  (if  any)  must  equal  the  total  of  the  "Balance" 
column.  Again,  if  out  of  balance,  check  each  line  to  locate  the  error.  Any 
error  of  this  nature  corrected  on  the  journal  must  also  be  corrected  on  the 
proper   ledger. 

This  proves  that  the  balances  have  been  extended  correctly  on  each  ao 
counts  payable  ledger.  (Errorless  work  will  result  if  the  recommended  routine 
is  followed  exactly;  pick  up  from  the  "Balance  due"  column  when  extending 
the  new  balance.) 

The  proof  of  the  postings  of  the  illustrative  entries  in  Fig.  A.2  is  shown  in 
steps  numbered  to  correspond  with  those  in  the  foregoing  discussion. 

1.  All  columns  have  been  pencil-footed. 

2.  Prelist  total  of  Invoices  $1,271.45 


Total  Accounts  Payable  "Credits"  $1,271.45 


448        CONTRACTOR'S   JOB    COST   SYSTEM 


3.                       Debits 

Credits 

Inventory 

$    380.40 

Accounts  payable 

Work  in  Progress: 

Accrued  payroll 

Labor 

254.00 

Overhead  absorbed 

Material 

720.20 

Other  credits 

Subcontracts 

217.00 

Inventory 

Overhead 

129.76 

Total 

Other  costs 

32.50 

Tel.  &  tel. 

93.75 

Total 

$1,827.61 

4.  Prior  Balance 

Accounts  Payable 

Credits 

Total 

Balance 

Payroll  entries 

$1,271.45 
254.00 
129.76 

172.40 
$1,827.61 


$2,139.05 

1,271.45 

$3,410.50 

$3,410.50 


Posting  labor  costs  daily  to  job  cost  ledgers,  as  in  illustrative  entry  No.  5,  is 
the  preferred  method.  If  a  UniSort,  or  some  other  type  of  daily  job  time  card 
is  used,  this  method  can  readily  be  followed  by  sorting  the  cards  by  job  num- 
ber, totaling,  and  recording  the  totals  on  a  labor  distribution  sheet  from 
which  posting  can  be  made  to  the  job  cost  ledgers. 

At  the  end  of  the  week  the  only  undistributed  labor  charges  are  those  for 
indirect  labor,  supervision,  maintenance,  office  salaries,  etc.  These  are  charged 
to  the  proper  accounts  in  column  20  and  credited  to  "Accrued  payroll"  in 
column  4. 

One  further  entry  is  needed  on  the  record  of  invoices.  This  entry  is  as 
follows: 
Dr.  Accrued  payroll  (column  4)  Gross  amount  of  payroll 

Cr.  Accounts  payable  (column  3)  Net  amount  of  payroll 

Cr.  Income  tax  withheld  (column  20) 

Cr.  F.I.C.A.  tax  (column  20) 

Cr.  State  D.  or  U.I.  tax  if  required   (column  20) 
The  debit  to  "Accrued  payroll"  in  the  entry  should,  of  course,  be  equal  to 
the  total  of  all  the  credits  posted  to  the  same  column  during  the  week. 

The  final  entry  is  made  on  the  check  record  when  a  check  is  written  on 
general  funds  to  reimburse  the  payroll  bank  account  for  the  net  amount  of 
the  payroll.  The  entry  would  be: 
Dr.  Accounts  payable  Net  amount  of  payroll 

Cr.  General  bank  account  Net  amount  of  payroll 

If  labor  costs  are  posted  to  the  job  cost  ledgers  only  once  a  week,  the  credit 
to  "Accrued  payroll"  (for  the  gross  amount  of  the  payroll)  is  made  in  total, 
and  that  and  succeeding  lines  on  the  journal  are  used  for  posting  to  the  in- 
dividual jobs  and  to  the  indirect  labor  and  expense  accounts.  The  other  two 
entries,  given  above,  would  then  follow. 
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Disbursements 


Integrally  related  to  the  record  of  invoices  and  work  in  progress,  through 
the  accounts  payable  ledger  N571,  is  the  record  of  checks  drawn,  Form  N431 
(Fig.  A. 3).  A  brief  description  of  the  disbursement  procedure  is,  therefore, 
necessary  to  complete  the  accounts  payable  picture. 

No  distribution,  with  the  possible  exception  of  petty  cash  refund  checks,  is 
necessary,  or  recommended,  on  the  check  record.  The  act  of  filling  in  the  stub 
of  the  check  automatically  debits  "Accounts  payable,"  credits  "Discounts 
earned"  (if  a  discount  is  involved),  and  credits  the  general  bank  account. 

Petty  cash  reimbursements  are  an  allowable  exception  to  the  rule  that  all 
expenses  should  be  distributed  on  the  record  of  invoices  since  the  accounts 
payable  control  is  not  affected  and  the  amounts  expended  from  petty  cash 
are  generally  small  and  do  not  materially  affect  the  expense  accounts. 

If,  however,  it  is  the  practice  to  take  money  from  petty  cash  to  pay  for 
some  small  items  purchased  for  jobs,  it  will  be  necessary,  then,  to  set  up  an 
accounts  payable  ledger  for  petty  cash  and  make  all  distributions,  to  jobs  and 
expense,  on  the  record  of  invoices  at  the  time  the  fund  is  to  be  reimbursed. 
The  debit  to  "Accounts  payable"  on  the  check  record,  when  the  reimburse- 
ment check  is  written,  offsets  the  credit  to  "Accounts  payable"  on  the  record 
of  invoices  at  the  time  of  distribution. 

Procedure 

With  a  check  record,  Form  N431,  and  a  sheet  of  carbon  on  the  board,  it  is 
only  necessary  to  place  a  bank  of  25  checks  Form  W524,  on  the  pegs  and  ad- 
just the  rail  until  the  writing  line  on  the  stub  of  the  top  check  is  aligned  with 
the  first  open  line  on  the  journal.  Once  this  is  done,  all  succeeding  checks 
are  automatically  in  the  correct  position  with  respect  to  succeeding  lines  on 
the  journal. 

It  is  assumed,  of  course,  that  the  invoices  to  be  paid  have  been  removed 
from  the  file  and  any  discounts  to  be  taken  have  been  computed.  If  a  group 
of  invoices  from  one  vendor  are  being  paid,  a  tape  should  be  attached  show- 
ing the  total  gross  amount,  total  discount  and  total  net  amount  of  the  in- 
voices in  the  group.  The  invoices  to  be  paid,  when  removed  from  the  file, 
will  be  in  alphabetical  order;  this  order  should  be  maintained.  A  tape  should 
be  run  on  the  gross  amounts  of  the  entire  group  of  invoices  to  be  paid  in 
order  to  establish  a  control  total. 

The  proper  accounts  payable  ledger  for  the  first  invoice  or  group  of  in- 
voices is  selected  from  the  posting  tray,  slipped  under  the  checks  (under  one, 
or  any  number  of  checks),  slid  as  far  to  the  left  as  the  pegs  on  the  rail  will 
permit  it  to  go,  and  then  slid  up  or  down  until  the  next  open  writing  line 
is  immediately  under  the  writing  line  on  the  stub  of  the  top  check.  (With  a 
little  practice  this  can  be  done  almost  instantaneously.)  The  first  step  is  the 
one  emphasized  in  the  posting  of  invoices,  picking  up  the  amount  shown  in 
the  "Balance  due"  column  and  entering  it  in  the  "Old  balance"  column.  On 
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the  check  these  two  column  captions  do  not  appear;  the  blank  sections  are 
used,  however,  just  as  though  the  captions  were  there,  although  they  are 
shaded. 

After  picking  up  the  old  "balance,"  the  rest  of  the  check  stub  is  completed. 
The  date  is  entered,  the  check  number  (as  it  appears  in  the  body  of  the 
check),  the  gross  amount  of  the  invoice  or  invoices,  the  discount  percentage 
and  amount,  the  net  amount  of  the  check,  and  the  name  of  the  payee.  The 
check  may  then  be  removed  from  the  board  or  flipped  back  to  the  left  to 
expose  the  stub  of  the  next  check.  When  removed  from  the  board,  the  checks 
are  completed  in  the  usual  manner,  and  then  presented  for  signature  accom- 
panied by  the  supporting  invoices. 

The  column  headed  "Other  deductions"  is  rarely  used.  It  might  be  used, 
for  example,  where  by  mutual  agreement  the  gross  amount  of  the  invoice 
was  to  be  reduced  without  the  formality  of  either  a  debit  or  a  credit  memo. 
This  would  be  more  likely  to  happen  between  a  small  general  contracting 
firm  and  one  of  its  small  suppliers. 

Proof 

The  same  steps  would  be  followed  in  proving  the  check  record  as  were 
followed  in  proving  the  record  of  invoices  and  work  in  progress.  All  columns 
must  first  be  totaled.  Then  the  total  debits  to  "Accounts  payable"  must  equal 
the  sum  of  the  totals  of  the  three  credit  columns,  "Other  deductions"  (if 
any),  "Discounts,"  and  "Net  check." 

As  proof  of  the  posting  to  the  ledgers,  the  total  of  the  "Old  balance"  col- 
umn should  equal  the  sum  of  the  totals  of  the  "Accounts  payable"  debit  and 
"Balance  due"  columns. 

When  checks  have  been  written  for  all  of  the  invoices,  the  grand  total  of 
the  "Accounts  payable"  debit  column  on  all  journals  (if  more  than  one  is 
used)   must  equal  the  control  total  previously  established. 


Appendix  B 

Machine  Accounting  Saves  Time, 
Money  for  General  Contractor 


By  D.  Bryce  Curwin 

Office  Manager,  The  R.  S.  Ursprung  Co.,  Cleveland,  Ohio 
Reprinted  from  "The  Constructor" 

We  scarcely  know  how  to  begin  describing  this  new  machine  accounting 
system  of  ours.  Words  like  "revolutionary,"  "incredible,"  and  "fantastic" 
keep  running  through  our  mind.  And  that's  just  the  way  we  feel  about  it. 

Maybe  the  best  thing  to  do  is  to  take  each  accounting  job  and  tell  you  how 
it's  done  by  machine.  We're  saving  over  $250  a  month  in  bookkeeping  labor 
costs,  but  this  is  a  very  minor  consideration  in  comparison  to  the  kind  of 
information,  the  up-to-dateness,  and  the  accuracy  of  the  records  we  have  now. 

Job  costs 

Here's  a  good  one  to  start  off  with.  When  we  had  a  pen-and-ink  system, 
we  kept  job  costs;  I  guess  everyone  does.  But  they  were  not  broken  down  by 
classification;  though  we  attempted  to  do  it,  we  just  couldn't  get  the  figures 
in  time  to  be  of  any  real  value.  Also,  we  did  not  balance  to  any  book  figures. 
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This  nightmare  operation  has  now  been  transformed  into  the  smoothest 
set-up  imaginable.  Glance  if  you  will  at  the  illustration  (Fig.  B.l)  of  original 
accounts  payable  entries,  the  one  with  the  "distribution  tickets"  at  the  left 
side.  Notice  that,  as  a  by-product  of  posting  invoices  to  our  accounts  payable 
ledger,  these  distribution  tickets  are  created. 

Each  distribution  ticket  shows  the  amount,  job  number  and  account  num- 
ber to  which  the  dollar  amount  is  to  be  distributed.  "51,041"  means  job  num- 
ber 51-41;  ".07"  means  account  number  7  within  that  job.  Some  distribution 
tickets  will  indicate,  of  course,  a  general  ledger  account  instead  of  a  job  cost. 

After  posting  accounts  payable,  the  total  amount  distributed  to  job  costs 
(given  by  the  machine)  is  posted  to  a  job  cost  control  account.  The  total  of 
tickets  to  be  distributed  directly  to  general  ledger  is  also  kept  in  a  memo- 
randum account. 

Once  a  week,  distribution  tickets  are  sorted  down,  by  job  by  classification, 
and  posted  by  machine  directly  to  the  "Material"  column  on  the  cost  records 
(Fig.  B.2) .  The  total  given  by  the  machine  must  tie  in  with  the  material 
total  for  the  week  shown  in  the  job  cost  control. 

Similarly,  labor  is  distributed  directly  from  the  "Payroll"  to  the  "Labor" 
column  on  the  cost  records,  and  any  subcontract  work  is  also  entered,  from 
the  subcontractor's  invoice.  Total  labor  and  subcontract  is  posted  to  the  job 
cost  control.  Note  that  the  machine  (a  National  "Class  31")  automatically 
computes  and  prints  up-to-date  balances  for  labor,  material,  subcontract  and 
miscellaneous,  as  well  as  the  total  balance  for  each  cost  record  ledger  card. 

At  the  end  of  the  month,  a  trial  balance  is  taken  of  the  total  balance  on 
each  cost  record  and  proved  to  the  total  balance  on  the  job  cost  control.  It  is 
always  tied  in  without  the  slightest  difficulty. 


Subcontract  account 

Please  take  a  look  now  at  the  illustration  of  our  machine-posted  subcon- 
tract account  (Fig.  B.3) .  One  of  these  accounts  is  kept  for  each  subcontractor. 
As  many  who  are  reading  this  know  (only  too  well!),  it  is  exceedingly  diffi- 
cult sometimes  to  keep  track  of  all  subcontractors'  accounts  under  a  pen-and- 
ink  system.  At  least  we  found  it  so.  We  had  no  record  of  either  the  unpaid  or 
uncompleted  balances,  and  overpayments  occurred.  There  were  so  many 
figures  to  handle  that  errors  could  not  be  avoided.  Our  records  were  always 
sort  of  "halfway"  in  proof — and  almost  never  completely  up  to  date. 

Note  the  manner  in  which  our  machine  record  takes  care  of  the  whole  job 
for  us.  To-date  balances  for  billings,  payments,  uncompleted,  and  unpaid 
balance  are  automatically  figured  and  proved  each  time  a  posting  is  made. 

Our  subcontractors'  accounts  are  now  not  only  up  to  date,  but  they  are  100 
per  cent  accurate  as  well.  Overpayments  can  never  occur,  because  the  machine 
would  automatically  print  a  red  balance  in  the  "Uncompleted"  column  if  we 
inadvertently  started  to  pay  too  much.  (The  posting  to  the  subcontractors' 
accounts  always  takes  place  before  checks  are  mailed  out.) 
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Fig.  B.l      Job  cost  distribution  and  accounts  payable  ledger  and  journal 

Distribution  is  made  to  perforated  tickets  as  ledger  and  journal  are  posted.  Machine 
automatically  computes  balances  to  date  and  accumulates  all  posted  figures. 


Accounts  payable 

As  you  can  see  in  the  illustration  of  forms  (Fig.  B.4),  the  accounts  payable 
ledger  and  the  accounts  payable  journal  are  created  at  one  writing;  distribu- 
tion to  tickets  is  also  accomplished  at  the  same  time,  as  mentioned  before. 
The  balance  on  each  ledger  card  is,  of  course,  automatically  computed  and 
printed  by  the  machine;  the  journal  columns  are  automatically  added  while 
posting. 

When  amounts  are  paid,  the  cash  disbursements  journal,  remittance  advice 
and  check  are  written  at  the  same  time  that  the  debit  is  made  to  the  individ- 
ual accounts  payable  ledger,  as  illustrated.  Again  the  balance  for  each  ven- 
dor's account  is  printed  by  the  machine,  and  the  disbursements  journal  auto- 
matically totaled. 

Since  all  records  are  made  simultaneously,  there  is  no  problem  of  "tying 
them  in"  later  on.  For  instance,  in  posting  the  invoices,  all  it  is  necessary  to 
do  is  to  first  run  an  adding  machine  list  of  the  net  amounts.  When  entries 
are  made  to  the  ledger  accounts,  the  machine  automatically  accumulates  the 
net  amount  of  each  entry  (as  well  as  gross  amount  and  discount).  If  the 
machine  net  total  agrees  with  the  adding  machine  total,  you  not  only  know 
that  postings  are  correct,  but  that  they  are  correct  on  all  records. 
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Fig.  B.2     Cost  records 

Data  are  posted  directly  to  these  records  pom  other  forms. 


Payroll 

The  payroll  is  a  good  example  of  the  "correct  on  all  records"  idea  just 
mentioned.  As  the  illustration  (Fig.  B.5)  shows,  the  payroll  journal,  earnings 
record,  and  employee's  pay  statement  are  all  done  at  the  same  time — so  if 
one  record  is  correct,  all  are  correct.  If  we  had  a  check  payroll,  the  check  and 
check  register  could  be  done  at  same  writing. 

Notice  that  the  machine  not  only  computes  and  prints  gross  and  net  pay 
for  each  employee,  but  also  prints  up  to  date  balances  for  earnings,  withhold- 
ing tax  and  social  security.  This  makes  it  very  easy  indeed  to  prepare  quar- 
terly 941 -a  and  annual  W-2  reports;  it  is  simply  a  matter  of  copying  totals, 
which  is  done  by  machine. 

We  have  an  average  of  about  200  people  on  the  payroll  at  any  one  time. 
The  man  in  charge  of  the  payroll  used  to  spend  all  day  Tuesday,  Wednesday 
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PROJECT. 

\ 

SUB  -  CONTRACT     ACCOUNT 

ORDER    ""        FVUfi-l 

7.  Soever   Straat 
Soootar,  Ohio. 

Adaxe  High  School  Addition 
Side  Street 
IDH,    Ohio. 

DATE 

DESCRIPTION 

CONTRACT  1  EXTRAS 

CREDITS 

NET    AMOUNT 

S-<j-^ 

Parol  eh  and  Eroct 

LStructural   Steel 

$86,000.00 

io6.000.00 

9-1-57 

Additional  Material 

1.000.00 

87.000.00 

•Ml                 SEF. 

CURRENT 

MEMO 

TO    -    DATE 

PROOF 

BILLINGS 

PAYMENTS 

BILL1HOS 

PAYMENTS 

UNCOMPLETED 

UNPA,D    BAL. 

ass  «s 

x»jos 

aciios 

laooojoo 

15,00000 

9.00  0.00 
8.00  040 

CONTRAOT  AMOUNT 
ADDITIONAL  MATERIAL 

.00 
10.00  0.00 

iaooo.oo 

10,000.00 

2  5,00  0.00 
2  5,00  0.00 

.00 

.00 

.00 

9.000.00 

9,000.00 

17.000.00 

8  6,00  0.0  0 
7  6,00  0.0  0 
77.00  0.00 
77,00  0.0  0 

62,00  0.0  0 
62,00  0.0  0 

.00 

iaooo.oo 
iaooo.oo 

1.00  0.0  0 

16,00  0.00 

8.000.00 

8  6,000.00 
9(5,00  0.0  0 
97.00  0.00 
97.00  0.00 
1  1 2.00  0.00 
1  12.000.00 

*  ■"    * 

Fig.  B.3     Subcontract  accounts 

These  accounts  are  kept  up-to-date  and  in  absolute  proof.  Note  to-date  balances  for 
billings,  payments,  uncompleted,  and  unpaid  balance.  If  overpayment  were  made,  a  red 
balance  would  appear  immediately  in  the  "uncompleted"  column.  These  ledgers  are 
posted  before  checks  are  mailed  out. 
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Fig.  B.4     Check,  remittance  advice,  accounts  payable  ledger,  and  cash 
disbursements  journal 


,4//  are  written  simultaneously  when  payments  are  made. 
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Fig.  B.5     Payroll  documents 

Pay  statement  is  printed  on  outside  of  each  employee's  pay  envelope,  and  earnings  record 
and  payroll  journal  are  created  in  the  same  operation.  Machine  prints  to-date  balances  for 
earnings,  withholding  tax,  and  F.I.C.A.;  journal  columns  accumulate  while  posting. 

and  Thursday  preparing  it,  and  then  spend  all  day  Friday  posting  to  the 
earnings  records.  The  entire  operation  now  takes  less  than  a  day. 


General  ledger 

Even  the  general  ledger  is  now  on  a  machine  basis.  The  general  ledger  and 
general  journal  are  prepared  at  the  same  time  (Fig.  B.6),  with  account  bal- 
ances and  journal  accumulation  being  done  automatically. 

Before  installation  of  the  machine  system,  it  was  at  least  the  25th  of  the 
following  month  before  financial  statements  could  be  placed  on  Mr.  Ur- 
sprung's  desk.  Now  they  are  there  by  the  9th — and  indeed  we  could  have 
them  much  earlier  than  that,  except  that  we  do  not  get  all  invoices  in  until 
the  8th. 
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Fig.  B.6     General  ledger  and   general  journal 

These  forms  are  prepared  together  by  machine.  Financial  reports  can  be  prepared  instantly 
under  this  system. 


Operation  of  machine 

All  of  the  bookkeeping  in  our  office  is  done  by  men.  We  thought  at  first 
— before  we  got  the  machine — that  it  might  be  necessary  to  employ  a  girl 
operator,  but  it  was  proved  to  us  that  such  was  not  the  case.  To  my  way  of 
thinking,  there  is  no  such  thing  as  an  "operator"  for  a  National  "Class  31" 
machine;  anyone  can  operate  it.  The  proof  of  that  is  in  the  fact  that  our  men 
themselves  run  the  machine;  in  fact,  I  use  it  for  the  general  ledger. 

The  "31"  does  most  of  the  work  automatically;  all  the  "operator"  has  to 
do  is  enter  the  figures  on  a  regular  adding  machine  keyboard  and  the  ma- 
chine takes  care  of  the  rest.  Typing  is  done  on  the  machine's  standard  key- 
board electric  typewriter.  In  order  to  switch  from  one  job  to  another  (for 
instance,  from  cost  records  to  payroll),  it  is  only  necessary  to  change  the 
control  panel  or  "form  bar"  on  the  front  of  the  machine,  and  this  is  accom- 
plished in  the  twinkling  of  an  eye. 

It  seems  to  us  that  there  must  be  many  other  general  contractors  now  using 
a  pen-and-ink  bookkeeping  method  who  could  greatly  increase  efficiency — 
and  at  the  same  time,  profit — by  using  a  system  similar  to  ours.  If  the  story 
of  our  machine  system  is  helpful  to  others,  the  job  of  writing  it  will  have 
been  well  worth  the  effort. 
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Conflicting  Methods  of 

Accounting  for  Construction 

Contracts 


By  Edward  B.  Wilcox 

Partner,  Wilcox,  Harbinson  &  Co.,  Chicago;  formerly  president  of  the 

AICPA;  member,  committee  on  accounting  procedure. 

Report  to  the  1954  meeting  of  the  American  Institute  of 

Certified  Public  Accountants 

The  percentage-of-completion  method  recognizes  that  income  is  realized 
during  the  period  of  construction  as  work  on  a  contract  progresses,  whereas 
the  completed-contract  method  defers  all  recognition  of  income  until  the 
related  contract  is  completed.  A  choice  between  these  methods  does  not  nec- 
essarily affect  the  underlying  records  of  the  contractor,  but  it  does  affect  the 
method  of  closing  accounts  at  the  end  of  fiscal  periods  and  the  preparation 
of  financial  statements. 

The  nature  of  contracting 

One  of  the  difficulties  in  discussing  any  phase  of  the  contracting  business 
and  its  accounting  problems  is  the  wide  variety  of  contracts  and  the  equally 
wide  variety  of  contractors'  organizations.  A  contract  can  be  almost  any  kind 
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of  an  agreement,  and  we  are  obviously  not  talking  about  contracts  of  employ- 
ment, lease  contracts,  mortgages,  or  any  other  kind  of  agreement  that  has  no 
relation  to  construction.  In  some  cases,  particularly  with  respect  to  the  gov- 
ernment, manufacturing  concerns  enter  into  contracts  to  make  and  sell  pro- 
ducts in  their  regular  lines  of  manufacture,  and  sometimes  products  which 
are  entirely  foreign  to  their  regular  lines.  These  contracts  may  be  subject  to 
price  redetermination  or  renegotiation,  but  they  are  not  the  things  discussed 
here.  Neither  are  cost-plus-fixed-fee  contracts  or  any  other  kind  of  cost-plus 
contracts.  In  such  cases  there  can  be  at  least  a  general  presumption  that  ac- 
crual of  fees  may  be  properly  reflected  in  income  as  the  work  progresses  and 
as  costs  are  incurred.  This  is  also  reflected  in  income  as  the  work  progresses 
and  as  costs  are  incurred.  This  is  also  probably  true  in  cases  of  contracts  in- 
volving very  simple  unit  operations,  such  as  trucking  or  earth  moving,  where 
it  can  be  clearly  apparent  that  the  service  performed  is  related  to  a  fee  earned 
on  a  unit  basis  closely  comparable  to  manufacture  and  sale  of  products. 

Even  after  excluding  the  various  kinds  of  contracts  that  are  not  subject  to 
the  problem  of  the  percentage-of-completion  method  vs.  the  completed-con- 
tract  method,  there  is  still  a  wide  variety  of  contracts  to  be  considered.  They 
include  construction  of  roads,  bridges,  dams,  buildings,  subways,  airports, 
pipelines,  and  ships.  They  are  large  and  small  and  involve  varying  degrees 
of  risks  and  uncertainties. 

In  general,  early  stages  of  contracts  seem  to  involve  the  greatest  risks. 
Bridge  building  may  encounter  white  water  or  defective  geological  conditions 
such  as  quicksand.  Excavations  and  foundations  may  encounter  the  same 
difficulty.  Almost  all  job  site  construction  is  subject  in  a  considerable  degree 
to  weather.  There  is  risk  of  damage  to  adjacent  properties.  Work  that  is  done 
underground  such  as  subway  construction  is  probably  the  most  risky  and  the 
least  certain  of  final  outcome  prior  to  completion.  The  smallest  risks  are  apt 
to  be  incurred  in  such  types  of  work  as  interior  plumbing  and  wiring  instal- 
lation, which  is  usually  done  as  a  subcontract.  While  the  subcontractor  in 
many  cases  may  not  face  exceptional  hazards,  the  general  contractor  does 
depend  to  a  considerable  extent  on  the  performance  of  his  subcontractors, 
and  this  dependence  constitutes  one  of  his  hazards.  But  typically,  job  site 
construction  work  involves  risks  that  are  apt  to  be  greater  than  those  involved 
in  plant  manufacture. 

In  addition  to  the  variety  of  circumstances,  there  is  considerable  variety  in 
contractors'  organizations.  These  must  necessarily  expand  and  contract  with 
the  varying  size  of  contracts  in  process.  There  is  generally  a  central  core  of 
permanent  organization  with  a  large  flexible  organization  built  around  each 
contract.  Many  contractors  are  corporations,  but  a  percentage  greater  than 
in  most  other  industries  is  unincorporated,  or  operated  as  proprietorships  or 
partnerships.  When  very  large  jobs  are  handled  it  is  customary  for  a  group  of 
contractors  to  join  together  and  form  a  joint  venture  along  partnership  lines. 
Then  the  various  contractors,  whether  they  are  individuals,  corporations, 
or  partnerships,  are  themselves  partners  in  the  joint  venture.  Sometimes  in- 
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stead  of  such  a  partnership  of  contractors'  organizations,  a  special  corporation 
is  formed  and  the  various  contractors  involved  are  its  stockholders.  In  either 
case  such  organizations  generally  are  terminated  or  liquidated  at  the  end  of 
the  contract  or  series  of  contracts  for  which  they  were  formed. 

In  many  cases  contractors  specialize  in  certain  kinds  of  work  and  a  general 
contractor  will  perform  the  types  of  work  which  he  prefers  to  do  with  his 
own  organization  and  will  sublet  other  types.  Thus  the  same  contractor  can 
be  both  a  prime  contractor  and  a  subcontractor.  Contractors  in  such  fields 
as  electrical,  plumbing,  and  heating  installations  are  generally  subcontractors. 
Those  who  do  excavations,  concrete  work,  and  steel  erection  are  apt  to  be 
general  contractors,  but  they  can  be  either  or  both  simultaneously  on  dif- 
ferent jobs. 

Typically,  a  contractor  who  wishes  to  bid  on  a  job  will  obtain  the  speci- 
fications and  make  a  detailed  estimate  of  his  costs.  This  estimate  may  include 
subcontracts.  The  prime  contractor  will  then  submit  a  single  over-all  figure 
for  the  entire  job,  and  if  he  is  awarded  the  contract  it  will  be  signed  and  he 
will  proceed  with  the  work.  Typically,  this  contract  that  he  signs  will  con- 
tain provisions  for  progress  payments.  Such  provisions  might  say  that  on  or 
about  the  tenth  of  each  month  the  owner  shall  pay  85  per  cent  of  the  value 
of  the  work  done  or  materials  delivered  and  secured  at  the  job  site  based 
on  the  contract  price  and  as  estimated  by  the  architect  representing  the 
owner.  As  a  practical  matter  these  provisions  for  progress  payments  would  be 
rather  difficult  of  implementation  except  in  the  simplest  of  circumstances. 
The  custom  is  for  the  architect  representing  the  owner  to  ask  the  contractor 
for  a  breakdown  of  the  bid  price  into  such  major  classifications  as  excava- 
tion, concrete  work,  steel  erection,  various  subcontracts,  and  so  on.  With 
this  breakdown  the  architect  has,  for  example  in  the  first  stage  of  the  work 
which  may  be  excavation,  a  figure  representing  a  part  of  the  total  bid  price 
that  he  can  relate  to  the  excavation.  If  he  determines  that  a  certain  percent- 
age of  the  excavation  is  completed  he  can  compute  the  value  of  the  work 
done  and  the  amount  which  may  be  requisitioned  by  the  contractor  under 
the  progress  payments  provision  of  the  contract.  The  function  of  the  prog- 
ress payments  is  primarily  to  finance  the  construction  of  the  project  by  the 
owner  rather  than  by  the  contractor.  While  it  does  not  wholly  accomplish 
that  purpose,  it  minimizes  the  financing  requirements  that  are  placed  on 
the  contractor's  organization. 

In  furnishing  the  architect  with  the  breakdown,  the  contractor  generally 
allocates  somewhat  disproportionately  heavy  amounts  to  the  portions  of  the 
work  which  are  to  be  performed  first.  This  practice  obviously  aids  the  con- 
tractor in  financing  the  entire  project.  It  tends  to  offset  the  retainage  that 
the  progress  payments  provision  of  the  contract  authorizes  the  owner  to 
withhold  in  order  to  insure  the  final  and  satisfactory  completion  of  the 
work.  Some  contractors  regard  this  retainage  as  a  pernicious  practice  and 
consider  that  the  so-called  loading  of  early  stages  of  the  contract  in  the 
breakdown  furnished  to  the  architect  is  a  necessary  defense  against  it.  They 
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urge  that  both  practices  should  be  abandoned.  Regardless  of  the  merits  of 
such  proposals  the  practices  of  retainage  and  loading  are  fairly  well  estab- 
lished, and  most  architects  make  no  objection  to  the  loading  so  long  as  it 
appears  to  be  within  reason.  Sometimes,  however,  approved  interim  billing 
may  be  influenced  by  policy  or  even  political  considerations. 

With  respect  to  the  loading  it  should  be  pointed  out  that  the  architect 
is  in  no  position  to  question  the  breakdown  furnished  to  him  other  than  on 
the  grounds  of  general  reasonableness.  He  will  probably  know  the  amount 
of  the  bids  by  subcontractors  and  for  this  reason  loading  of  subcontracts 
is  generally  kept  at  a  minimum.  There  is  a  special  situation  regarding  what 
are  sometimes  called  general  conditions.  These  are  over-all  costs  of  con- 
struction such  as  superintendents'  salaries,  the  erection  of  sheds  and  shelters, 
and  temporary  fencing  and  lighting,  which  cannot  be  specifically  allocated 
to  such  divisions  of  the  breakdown  as  excavations,  concrete  work,  steel  erec- 
tion, and  so  on.  Some  architects  require  that  general  conditions  be  made 
one  of  the  items  of  the  breakdown.  When  this  is  done  the  progress  payments 
can  be  made  with  some  relation  to  the  incurring  of  the  related  costs.  When 
it  is  not  done  these  general  costs  that  are  apt  to  be  incurred  early  are  an 
additional  reason  for  the  loading  and  tend  to  increase  the  financial  burden 
on  the  contractor. 

Another  problem  regarding  the  financing  of  construction  jobs  which  leads 
to  loading  the  breakdown  arises  from  the  fact  that  even  within  a  single  di- 
vision of  the  breakdown  there  are  early  or  preliminary  costs  that  are  not 
incurred  in  proportion  as  the  work  proceeds.  For  instance,  in  concrete  work, 
forms  and  other  initial  costs  that  relate  to  this  entire  division  of  the  break- 
down are  apt  to  be  incurred,  in  part  at  least,  before  any  concrete  is  poured. 
If  the  architect  approves  progress  payments  in  proportion  to  the  amount  of 
concrete  poured,  the  contractor  will  have  to  finance  the  early  stages  of  this 
particular  segment  of  the  work  even  though  the  total  progress  payments  for 
pouring  concrete  ultimately  reimburse  him  for  more  than  his  costs. 

Since  the  financing  problems  of  the  contractor  are  so  important,  it  is 
possible  that  he  may  load  the  breakdown  furnished  to  the  architect  so  as  to 
bill  his  entire  estimated  profit  on  the  total  contract  considerably  before 
it  is  completed,  and  even  bill  amounts  in  excess  of  his  total  incurred  costs 
and  total  earned  and  unearned  profit  combined.  When  the  contractor  bills 
the  owner  for  an  approved  drawing,  he  creates  an  account  receivable  on  his 
own  books.  Presumably  it  will  be  paid  promptly  except  for  the  authorized 
retainage.  However,  both  the  cash  and  the  unpaid  portion  of  the  bill  are 
represented  in  the  contractor's  assets.  If  the  amount  of  such  assets  is  exactly 
equal  to  the  related  costs  of  the  work  covered  plus  a  proportionate  amount 
of  the  over-all  profit  on  the  contract,  the  excess  of  billings  over  costs  could  be 
taken  as  representing  profit  earned  to  date.  If,  due  to  loading  of  early  stages, 
the  billings  exceed  the  cost  to  date  by  more  than  the  proportionate  amount 
of  the  over-all  profit,  such  excess  might  represent  unearned  profit  on  a  por- 
tion of  the  work  not  yet  performed.   If,   however,   at  any  point   the   bill- 
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ings  exceed  the  costs  incurred  to  date  plus  the  entire  anticipated  profit 
on  the  whole  contract,  that  excess  is  in  the  nature  of  a  payment  by  the 
owner  in  advance  of  work  performed,  and  the  contractor  has  a  liability  to 
the  extent  of  such  advance  payment.  It  might  be  argued  that  this  is  not  in 
fact  an  advance  payment,  since  the  owner  has  withheld  retainage,  and  this 
might  be  true  from  a  cash  standpoint.  From  an  accounting  standpoint, 
however,  it  must  be  remembered  that  the  retainage  is  included  in  the  con- 
tractor's accounts  receivable  and  is  therefore  presumed  to  have  been  realized 
by  him.  On  this  basis  there  can  be  a  liability  which  should  be  reflected  in 
the  contractor's  accounts. 

A  part  of  the  contractor's  concern  with  respect  to  his  finances  naturally 
relates  to  income  taxes.  Obviously  the  completed-contract  basis  defers  the 
payment  of  income  tax  and  therefore  helps  with  financing.  In  view  of  the 
carry-back  and  carry-forward  provisions  of  the  tax  law,  the  possibility  of 
losses  in  some  years  and  profits  in  others  is  not  generally  serious  from  a  tax 
standpoint.  For  unincorporated  contractors,  however,  irregular  reporting  of 
income  may  involve  higher  tax  brackets  than  would  be  the  case  if  the  in- 
come were  more  evenly  spread  out. 

For  tax  purposes  either  the  percentage-of-completion  method  or  the  com- 
pleted-contract method  is  available  to  contractors  for  contracts  running  for 
a  period  of  twelve  months  or  longer.  For  shorter  contracts  the  taxpayer  is 
required  to  use  the  accrual  method,  although  just  what  this  means  with 
respect  to  construction  contracts  does  not  seem  to  be  clearly  set  forth.  In  the 
case  of  the  Jud  Plumbing  &  Heating  Company,  the  Tax  Court  said  that 
the  completed-contract  method  was  an  accrual  method.  In  another  case  the 
court  said  that  the  acceptance  of  a  finished  well  by  a  customer  of  a  drilling 
company  marked  a  completed  transaction.  These  cases  indicate  that  the  com- 
pleted-contract method  is  acceptable  for  both  short-  and  long-term  contracts. 
This  seems  reasonable  since  with  respect  to  the  short-term  contracts  the  com- 
pleted-contract method  closely  approximates  the  well-established  accounting 
procedure  with  respect  to  manufacture  and  sale  of  goods,  particularly  where 
manufacturing  job  costs  are  used.  Both  inventories  in  the  case  of  manufactur- 
ing, and  costs  in  the  case  of  contracting,  are  accumulated,  and  income  is 
recognized  at  a  point  of  realization  marked  by  a  sale  of  a  completed  product. 

In  general,  it  appears  that  any  consistent  tax  method  will  probably  be 
acceptable.  Under  prior  laws  the  regulations  made  special  provision  permit- 
ting a  taxpayer  under  the  percentage-of-completion  method  to  recompute 
his  taxes  for  years  not  barred  by  the  statute  of  limitations  by  using  informa- 
tion available  when  contracts  were  finished.  The  present  law  and  regulations 
are  silent  on  this  point,  but  it  may  be  that  the  same  permission  is,  or  will  be, 
available.  In  any  case,  the  selection  of  tax  procedures  that  will  minimize 
taxes  and  assist  in  the  financing  of  contracts  is  an  important  consideration 
to  most  contractors. 

As  was  pointed  out  earlier  in  connection  with  progress  payments,  it  is 
possible  that  a  contractor  has  realized,  either  in  the  form  of  cash  or  accounts 
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receivable,  sums  which  represent  unearned  profit.  Under  the  percentage-of- 
completion  method  the  unearned  profit  would  relate  to  work  not  done. 
Under  the  completed-contract  method  no  portion  of  the  profit  is  recognized 
prior  to  completion  of  the  contract,  so  that  any  realization  in  excess  of 
costs  incurred,  except  for  prepayment  liabilities  mentioned  above,  would  be 
unearned  profit.  Since  unearned  profit  is  not  taken  up  in  income,  provision 
is  not  normally  made  for  the  income  taxes  on  such  profit.  This  is  logical  with 
respect  to  the  income  statement,  but  raises  a  question  with  respect  to  the 
balance  sheet.  The  cash  and  receivables  or  part  of  them  are  included  in 
current  assets,  but  the  portion  of  these  assets  that  will  have  to  be  paid  out 
in  income  taxes  when  the  profit  is  taken  into  account  may  be  included  in 
the  item  of  unearned  profit,  but  not  set  forth  as  a  liability.  Thus  it  is 
possible,  during  the  course  of  a  contract,  that  a  balance  sheet  may  indicate  a 
sound  financial  position  that  will  be  seriously  impaired  when  the  contract 
is  closed  and  the  liability  for  taxes  is  taken  into  account.  This  tax  situation 
raises  the  question  as  to  whether  under  any  method  balance  sheet  figures 
that  represent  or  include  some  unearned  income  should  be  segregated  so 
as  to  indicate  the  portion  of  it  that  will  become  a  tax  liability  at  a  later  date. 

This  consideration  has  no  effect  on  the  income  statement  itself,  and  if  we 
were  to  be  governed  by  the  broadly  general  consideration  that  the  determina- 
tion of  income  is  paramount  in  financial  statements,  it  might  be  regarded  as 
relatively  unimportant.  However,  contractors'  financial  statements  are  sel- 
dom used  primarily  as  indications  of  earning  power  or  as  reports  to  share- 
holders. The  nature  of  contractors'  work  and  its  inherent  irregularity  and  dis- 
continuity tend  to  minimize  the  significance  of  income  statements  as  indica 
tions  of  earning  power,  and  the  fact  that  most  contractors'  organizations  are 
rather  closely  held  diminishes  the  necessity  for  reports  of  stewardship  that 
will  furnish  guidance  to  stockholders.  It  appears  therefore  that  the  generality 
regarding  the  paramount  nature  of  income  determination  does  not  apply 
to  contractors'  financial  statements. 

On  the  other  hand,  the  balance  sheet  appears  to  be  all-important.  Con- 
tractors' financial  statements  are  most  often  used  for  bank  loans,  perform- 
ance bonds,  and  reports  to  municipalities  and  credit  rating  agencies.  In  all 
these  situations  the  emphasis  is  on  financial  condition.  There  might  appear 
to  be  a  contradiction  here  due  to  the  fact  that  construction  is  generally 
financed  not  by  the  contractor  but  by  the  owner  through  progress  payments. 
However,  we  are  talking  about  different  orders  of  magnitude.  A  million  dol- 
lar contractor  may  build  a  $20  million  building.  He  is  not  expected  to  finance 
the  entire  cost,  but  he  must  finance  the  interim  periods  between  his  expendi- 
tures and  the  progress  payments,  and  he  must  be  capable  of  financing  a  loss 
and  completing  the  contract  if  he  makes  a  mistake  or  runs  into  trouble.  It 
is  these  financial  requirements  that  force  him  to  borrow  from  banks,  to  put 
up  performance  bonds,  and  to  qualify  financially  for  municipal  projects. 
Thus  financing  is  one  of  a  contractor's  major  problems,  and  for  this  reason 
primary  consideration  should  probably  be  given  to  statements  of  financial 
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position.  Segregations  between  items  representing  unearned  income  and  lia- 
bilities either  to  owners  or  for  income  taxes  are  significant,  and  accounting 
policies  should  be  chosen  that  most  clearly  set  forth  the  financial  condition 
of  the  contractor. 


Special  problems  in  the  percentage-of -completion  method 

The  application  of  the  percentage-of-completion  method  involves  several 
problems  depending  on  the  procedures  used.  Some  accountants  have  sug- 
gested that  the  progress  payments  are  so  carefully  checked  by  the  architects 
that  they  form  a  sound  basis  for  measuring  profit.  The  procedure  would  be  to 
distinguish  between  costs  that  relate  to  the  last  authorized  progress  payment, 
and  any  costs  of  subsequent  work  not  billed,  or  portions  of  general  costs 
applicable  to  work  subsequent  to  that  approved  by  the  last  architect's  certifi- 
cate. The  costs  determined  as  expired  would  be  related  to  the  revenue  from 
billing  and  the  resulting  profit  would  be  carried  into  income.  The  faults 
of  this  proposal  are  twofold:  the  difficulty  of  segregating  costs  that  relate 
to  amounts  billed  from  those  that  do  not;  and  the  overstatement  of  income 
that  would  result  due  to  the  typical  loading  of  the  breakdown  of  contracts 
for  billing  purposes. 

Another  procedure  for  implementing  the  percentage-of-completion  method 
is  to  relate  the  incurred  costs  at  any  balance  sheet  date  to  the  total  original 
estimate.  The  percentage  so  determined  could  be  applied  to  the  total  con- 
tract price  in  order  to  determine  the  portion  of  the  revenue  earned  to  date. 
The  principal  fault  of  this  procedure  is  that  it  gives  no  consideration  to 
deviations  of  incurred  costs  from  the  corresponding  estimates,  and  the  result- 
ing percentage  could  be  materially  misleading.  Thus  if  the  portion  of  the 
work  completed  had  cost  considerably  more  than  was  estimated,  the  per- 
centage indicated  by  the  relationship  of  incurred  costs  to  total  estimate  would 
be  materially  in  excess  of  the  percentage  of  physical  completion. 

Still  a  third  procedure  which  has  sometimes  been  suggested  is  to  take  into 
income  that  portion  of  the  total  contract  price  that  bears  the  same  relation 
to  the  total  as  the  original  estimate  of  the  part  of  the  work  completed  bears 
to  the  total  original  estimate  of  cost.  This  procedure  has  the  merit  of  ignor- 
ing the  loaded  progress  payments  and  does  take  into  consideration  the  devia- 
tions from  estimates  that  are  represented  in  the  incurred  costs  to  date,  since 
it  is  these  incurred  costs  that  are  written  off  against  the  proportion  of  revenue 
taken  into  account  by  this  procedure.  It  has,  however,  one  of  the  disad- 
vantages in  the  first  procedure  mentioned  above,  namely,  that  there  must  be 
a  careful  cut-off  of  costs  to  correspond  to  the  cut-off  used  in  arriving  at  the 
percentage  of  the  original  estimate  representing  completed  work. 

A  fourth  procedure  is  to  obtain  a  new  estimate  of  the  cost  to  complete 
each  contract  at  each  balance  sheet  date.  This  new  estimate  of  cost  to  com- 
plete is  then  added  to  the  incurred  costs  to  date,  resulting  in  a  new  total 
estimated  cost  and  therefore  a  new  estimated  profit.  The  percentage  of  this 
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profit  to  total  costs,  according  to  this  latest  determination,  is  then  applied  to 
the  incurred  costs  to  date,  and  the  result  is  the  amount  carried  into  income. 
This  procedure  avoids  some  of  the  difficulties  of  other  procedures,  but  it 
subject  to  the  criticism  that  the  determination  of  cost  to  complete  for  pur- 
poses of  determining  income  is  highly  subjective  and  difficult  to  verify. 

The  conflict  in  rather  basic  theory  between  the  last  two  mentioned  pro- 
cedures is  particularly  interesting.  The  former  appears  to  regard  the  original 
estimate  as  having  special  validity  and  significance.  There  is  an  apparent 
assumption  here  that  the  original  estimate  was  made  with  a  view  to  a  uni- 
form profit  percentage  on  every  part  of  it.  It  follows  from  this  view  that  any 
deviation  in  actual  cost  from  the  original  estimate  will  represent  an  increase 
or  decrease  in  income  in  the  period  when  that  deviation  took  place.  Thus 
we  might  have  unexpected  costs  in  excavation,  due  possibly  to  quicksand,  so 
that  under  the  former  procedure  we  would  record  a  loss  at  the  conclusion  of 
the  excavation,  although  the  over-all  contract  might  still  be  believed  to  be 
profitable  and  might  actually  turn  out  to  be  so.  It  is  not  entirely  clear  why 
the  relationship  among  the  items  in  the  original  estimate  should  be  en- 
dowed with  such  special  significance  in  the  measure  of  income  during  con- 
struction. 

On  the  other  hand,  the  last  mentioned  procedure  apparently  is  based  on 
a  philosophy  that  the  contract  should  be  regarded  as  a  unit  even  though  in- 
come is  being  recognized  on  a  percentage-of-completion  method.  There  are 
four  possible  situations  that  could  affect  income  determination  under  this 
procedure:  Costs  incurred  prior  to  the  balance  sheet  date  could  be  either 
more  or  less  than  original  estimates,  and  revised  estimates  to  complete 
could  be  either  more  or  less  than  original  estimates.  The  last  named  pro- 
cedure permits  any  or  all  of  these  situations  to  affect  the  anticipated  profit 
from  the  entire  contract,  and  therefore  to  affect  the  income  said  to  be  earned 
either  during,  or  before  or  after,  the  occurrence  of  events  or  their  anticipa- 
tion. This  unit  treatment  of  the  contract  may  raise  a  doubt  as  to  the  con- 
sistency of  the  philosophy  that  uses  it  in  determining  income  according  to 
the  percentage-of-completion  method. 

Special  problems  in  the  completed-contract  method 

Ordinarily,  in  accounting  for  business  income  it  is  customary  to  regard 
general  and  administrative  expenses  as  period  costs  to  be  written  off  as  in- 
curred. However,  in  the  case  of  contractors  having  relatively  few  long-term 
contracts,  the  writing  off  of  administrative  expenses  could  result  in  the  re- 
porting of  losses  for  a  year  in  which  no  contract  might  be  closed, 
and  it  therefore  appears  that  the  deferring  of  all  general,  administrative,  and 
possibly  selling  expenses,  by  allocation  of  these  expenses  to  costs  of  contracts 
in  process,  would  be  desirable.  This  is  comparable  to  the  capitalization  of 
all  costs  and  expenses  of  a  new  company  during  a  period  of  plant  construc- 
tion. On  the  othev  hand,  in  the  case  of  many  short-term  contracts  the  defer- 
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ring  of  general  and  administrative  expenses  seems  unnecessary,  and  considera- 
tion of  both  simplicity  and  conservatism  would  indicate  that  it  should  not 
be  done.  Possible  inconsistency  between  different  contractors  does  not  appear 
to  be  too  serious,  because  the  difference  in  treatment  would  reflect  a  dif- 
ference in  the  nature  of  the  business.  When  a  single  contractor  has  both  long- 
and  short-term  contracts,  the  decision  should  be  based  on  the  predominant 
type  of  contract  as  to  length,  and  should  be  applied  consistently  to  all  con- 
tracts. 

Another  problem  arises  in  connection  with  the  completed-contract  method 
when  a  contractor  adopts  the  policy  of  charging  contract  costs  with  rental 
of  his  own  equipment.  Customarily  this  rental  is  credited  to  a  warehouse  or 
rental  equipment  division,  which  is  charged  with  related  costs  such  as  de- 
preciation and  maintenance.  In  order  to  avoid  violating  the  principle  of  the 
completed-contract  method  by  taking  up  income  prior  to  the  completion  of 
the  contract,  care  must  be  exercised  to  see  that  the  portion  of  the  warehouse 
or  rental  equipment  division  profit  related  to  uncompleted  contracts  is  not 
taken  into  income.  Probably  the  best  way  to  do  this  is  to  reverse  the  portion 
of  the  warehouse  or  rental  equipment  division  profit  related  to  uncom- 
pleted contract  accounts.  This  reversal  could  be  made  on  each  balance  sheet 
date,  and  the  amounts  could  be  immediately  reinstated  thereafter.  Similar 
considerations  might  follow  from  standard  charges  for  insurance  or  social 
security  taxes,  which  are  sometimes  made  as  accruing  contract  costs  with  cor- 
responding credits  to  other  accounts.  Quite  often  these  charges  are  in 
amounts  greater  than  the  actual  liabilities  for  these  costs  as  finally  de- 
termined. 

Losses  on  contracts  in  process 

One  problem  that  both  the  percentage-of-completion  and  the  completed- 
contract  methods  have  in  common  is  that  of  providing  for  losses  on  uncom- 
pleted contracts.  A  strict,  literal  following  of  the  percentage-of-completion 
method  would  result  in  taking  into  income  the  portion  of  such  a  loss  in- 
curred at  any  balance  sheet  date,  but  not  any  portion  relating  to  the  un- 
completed part  of  the  contract.  A  similarly  strict,  literal  following  of  the 
completed-contract  method  would  not  take  up  any  part  of  such  a  loss.  How- 
ever, if  the  circumstances  indicate  that  a  loss  will  result,  the  fact  that  the  con- 
tractor is  committed  to  sustain  it  indicates  that  provision  should  be  made  for 
the  entire  anticipated  loss,  even  though  this  may  appear  to  be  inconsistent 
with  the  method  used  for  recognition  of  profits  on  contracts.  The  apparent 
inconsistency  is  no  greater  than  the  widely  adopted  one  between  the  general 
practice  of  providing  for  all  accruing  losses,  and  the  principle  that  income  is 
not  recognized  until  it  is  realized.  It  is  most  nearly  comparable  to  the 
general  situation  with  respect  to  firm  purchase  commitments  at  fixed  prices; 
losses  are  recognized  when  market  prices  drop,  but  unrealized  profits  due 
to  rising  market  prices  are  not.  The  difference  between  the  percentage-of-com- 
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pletion  method  and  the  completed-contract  method  in  this  regard  is  that  the 
special  loss  provision  required  would  generally  be  greater  under  the  latter 
method  than  under  the  former.  In  either  case,  since  the  special  provision  for 
losses  would  not  be  deductible  from  taxable  income,  it  should  probably  be 
computed  net  of  its  tax  effect. 

Advantages  and  disadvantages  of  the  two  methods 

The  arguments  in  support  of  and  against  the  two  methods  can  be  grouped 
under  four  headings: 

1.  Regularity  of  income:  The  chief  advantage  often  claimed  for  the 
percentage-of-completion  method  is  that  it  results  in  regular  recognition  of 
income,  or  at  least  comparatively  more  regular  recognition,  when  the/in- 
come is  earned,  than  does  the  completed-contract  method.  The  desirability 
of  regular  recognition  of  income  is  somewhat  minimized,  however,  by  the 
fact  that  contractors'  income,  particularly  in  the  case  of  long-term  contracts, 
is  by  its  very  nature  irregular,  however  measured,  and  that  their  typically 
useful  financial  statement  is  more  apt  to  be  the  balance  sheet  than  the  in- 
come statement.  Regular  recognition  of  income  as  an  indication  of  earning 
power  is  not  generally  of  great  significance  to  contractors.  The  thought  that 
income  should  be  recognized  as  earned  raises  the  entire  question  of  carry- 
ing inventories  or  investments  at  cost,  and  the  question  here  is  whether  con- 
tractors' accounts  should  constitute  an  exception  to  that  general  practice.  It 
is  sometimes  urged  that  the  percentage-of-completion  method  results  in 
greater  fairness  to  shareholders  and  possibly  to  employees  under  bonus  and 
profit  sharing  plans,  although  it  is  doubtful  that  any  greater  fairness  to  these 
groups  can  be  achieved  than  by  placing  them  on  the  same  basis  as  .that  which 
seems  sound  from  the  standpoint  of  the  company. 

2.  Objectivity:  The  principal  advantage  of  the  completed-contract 
method  is  that  the  result  of  each  contract  can  be  determined  with  a  satis- 
factory degree  of  accuracy  and  objectivity,  and  can  be  made  subject  to  ade- 
quate verification.  It  is  conservative  in  the  desirable  sense  in  that  it  conforms 
to  the  well-established  realization  postulate  in  accounting.  A  contract  is  not 
final  until  its  completion,  and  the  later  stages  of  the  work  may  involve  un- 
foreseen costs  and  possible  losses.  Any  basis  on  which  income  is  recognized 
under  the  percentage-of-completion  method  necessarily  involves  subjective 
elements  of  judgment  that  are  difficult  of  verification,  and,  while  subjectivity 
is  unavoidable  in  accounting,  its  minimization  is  always  a  desirable  goal.  To 
a  great  extent,  the  validity  of  these  considerations  depends  upon  the  degree 
of  risk  and  uncertainty  involved,  and  circumstances  will  alter  cases.  However, 
in  general  it  is  safe  to  say  that  contracting  is  a  more  than  ordinarily  hazard- 
ous business,  and  therefore  corresponding  conservatism  is  appropriate.  That 
appears  to  be  the  view  of  many  people  who  are  in  it,  and  of  bankers  and 
bonding  companies  who  have  served  it.  It  is  significant  that  bankers  generally 
seem  to  prefer  the  completed-contract  method. 
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On  the  other  hand,  it  may  be  that  the  completed-contract  method  permits 
an  element  of  managerial  caprice  not  possible  under  the  percentage-of- 
completion  method.  Income  can  be  manipulated  as  between  years  by  de- 
liberately hastening  or  deferring  the  closing  of  a  contract.  This  charge  is 
subject  to  two  questions:  (1)  Whether  it  is  undesirable  that  any  business 
enterprise  should  have  the  privilege  of  timing  its  actual  operations  as  it 
wishes,  and  (2)  Whether  the  opportunities  for  caprice  are  really  any  greater 
than  those  existing  under  the  percentage-of-completion  method  in  estimating 
the  status  or  future  of  contracts  in  process.  It  is  obviously  of  no  great  im- 
portance as  far  as  guidance  to  management  is  concerned,  because  manage- 
ment knows  more  about  the  status  of  the  contracts  than  can  be  learned  from 
financial  statements.  Neither  is  it  very  important  from  the  standpoint  of  in- 
come statements  as  indications  of  earning  power,  since  most  contractors  are 
closely  held  and  even  under  percentage-of-completion  methods  contractors' 
income  is  subject  to  wide  fluctuations. 

3.  Presentation  of  assets  and  liabilities:  One  of  the  arguments  advanced 
in  favor  of  the  percentage-of-completion  method  is  that  it  facilitates  a  more 
meaningful  presentation  of  assets  and  liabilities.  The  income  tax  liability  on 
the  profit  taken  into  income  is  reflected  in  the  accounts.  Expired  costs  are 
written  off,  and  there  may  remain  among  the  assets  only  an  inventory  or 
deferred  charge  relating  to  work  not  done.  There  may  also  be  reflected  an 
unbilled  account  receivable  representing  a  portion  of  the  contract  price 
earned  but  not  subject  to  billing  at  the  balance  sheet  date  under  the  progress 
payments  provision  of  the  contract.  The  basis  of  computation  of  income 
earned  under  the  percentage-of-completion  method  affords  a  basis  of  com- 
puting provisions  for  losses,  and  of  segregating  any  net  credit  balance  as  be- 
tween prepayments  by  owners,  unearned  income,  and  the  income  tax  liability 
related  to  unearned  income.  By  comparison,  the  completed-contract  method 
might  be  reflected  by  net  debit  or  credit  balances  in  the  nature  of  suspense 
items  that  would  not  disclose   these  elements. 

It  should  be  pointed  out,  however,  that  the  usefulness  of  this  balance  sheet 
information  is  dependent  on  the  accuracy  and  dependability  of  the  compu- 
tations by  which  it  is  developed,  and  that  similar  information  can  be  de- 
veloped when  the  completed-contract  method  is  used.  This  point  is  par- 
ticularly significant  when,  as  often  is  the  case,  there  is  difficulty  in  ascertain- 
ing the  amount  of  liabilities,  to  suppliers  and  subcontractors  for  work  done, 
that  should  be  taken  into  account.  Under  the  percentage-of-completion 
method  omission  of  such  liabilities  results  in  a  misstatement  of  both  income 
and  liabilities;  under  the  completed-contract  method  the  effect  is  limited 
to  a  misclassification  of  liabilities. 

4.  Income  tax  effect:  An  important  consideration  that  influences  con- 
tractors is  the  burden  of  financing  construction  in  process.  The  fact  that  the 
completed-contract  method  results  in  deferring  the  payment  of  income  taxes 
is  therefore  a  practical  advantage,  particularly  to  corporations.  Unin- 
corporated contractors,  on  the  other  hand,  may  be  penalized  by  the  com- 
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pleted-contract  method  if  it  results  in  such  irregular  taxable  income  that 
excessively  high  rates  are  incurred.  While  this  consideration  is  not  an  ac- 
counting problem,  it  may  have  considerable  weight  in  a  decision  between  the 
two  methods. 


Criteria  for  selection  of  method 

In  view  of  the  great  difference  between  various  contracts  and  between 
various  contractors'  organizations,  it  appears  that  either  the  percentage -of- 
completion  method  or  the  completed-contract  method  may  be  the  more 
appropriate  in  a  given  case.  It  is  even  conceivable  that  the  same  contractor 
might  properly  use  one  method  in  some  cases  and  the  other  method  in  other 
cases,  although  in  general  this  would  not  be  desirable. 

There  seems  to  be  little  point  in  adopting  the  percentage-of-completion 
method  in  the  case  of  a  contractor  who  has  many  short-term  contracts.  Such 
a  contractor  is  closely  comparable  to  a  job-order  manufacturer,  such  as  a 
printer,  whose  inventories  of  work  in  process  are  generally  carried  at  cost. 
Under  either  method  the  contractor's  income  would  be  reflected  in  a  fairly 
regular  manner.  It  is  unlikely  that  such  a  contractor  would  be  receiving 
progress  payments  in  material  amounts,  and  he  would  therefore  not  be  apt 
to  have  the  problems  of  asset  and  liability  classification  typical  of  contracts  of 
longer  duration.  His  accounting  would  be  both  simpler  and  sounder  under 
the  completed-contract  method. 

For  very  different  reasons  it  would  be  undesirable  for  a  contractor  en- 
gaged in  long-term  contracts  that  involve  a  high  degree  of  risk  and  uncer- 
tainty to  adopt  the  percentage-of-completion  method.  Such  contracts  might 
depend  on  unfavorable  weather  or  ground  or  water  conditions,  or  on  hostile 
surroundings  or  precarious  labor  relations,  or  on  judgments  without  prece- 
dent or  much  guiding  experience.  Sometimes  claims  against  contractors,  even 
though  they  arise  in  early  stages  of  the  work,  are  pending  in  dispute  or  liti- 
gation throughout  the  entire  term  of  the  contract,  and  its  final  result  might 
depend  on  their  outcome.  When  high  degrees  of  risk  are  involved,  the  com- 
pleted-contract method  is  the  part  of  discretion. 

In  many  cases  contractors  do  not  have  well-developed  accounting  systems, 
and  reliance  on  internal  methods  must  be  limited.  In  such  cases  the  account- 
ing methods  may  be  adequate  for  the  application  of  the  completed-contract 
method,  but  not  for  the  percentage-of-completion  method.  Then  the  choice 
of  method  should  be  based  on  the  available  evidential  matter,  and  that 
choice  would  generally  be  in  favor  of  the  completed-contract  method. 

There  remain  the  cases  where  the  term  of  contracts  is  long,  generally  sub- 
stantially more  than  twelve  months,  the  extent  of  risk  and  hazard  is  not 
excessive,  and  the  internal  methods  are  dependable.  A  great  deal  of  building 
construction,  some  types  of  bridge  and  highway  construction,  and  sometimes 
ship  or  power  plant  construction,  will  meet  these  requirements.  In  these  cases 
the  percentage-of-completion  method  is  appropriate,  and  its  advantages  will 
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outweigh  its  disadvantages.  This  is  particularly  true  in  circumstances  where 
determination  of  income  and  indication  of  earning  power  are  paramount. 

As  a  practical  matter,  borderline  cases  will  be  encountered  in  which  the 
foregoing  criteria  are  not  clear  or  in  which  they  are  conflicting.  One  difficulty 
is  that  the  long-term  contracts  that  justify  the  percentage-of-completion 
method  are  sometimes  the  most  uncertain  of  final  result.  In  some  cases  the 
nature  of  the  contract  may  justify  the  percentage-of-completion  method 
whereas  the  accounting  methods  of  the  contractor  may  not.  When  there  is 
doubt  the  question  should  be  resolved  in  favor  of  the  completed-con tract 
method,  so  as  to  avoid  the  possibility  of  taking  into  income  unearned  profits 
that  may  never  be  realized. 
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Absenteeism,  123,  126,  129,  407 
Accessories  for  equipment,  199 
Account  classifications,  287-305 
Accountant;  job,  52 

outside;  functions  of,  426-429 
Accounting  Research  Bulletin,  28, 

31     ' 
Accounts   payable;    see   Disburse- 
ment control;  Vouchers 
Accounts   receivable;    ledger   for, 
269 
statements  of,  312,  331,  334 
Accrual  method,  26,  435 
Administration  flow  charts,  46-50 
Advances;  mobilization,  28 

payroll;  see  Payroll 
Agent,  purchasing,  76-77 
Application,  employment;  see  Em- 
ployment 


Arbitration      in     subcontracting, 

100-101 
Area  time  shacks,  129 
Assets,  fixed,  332-333 
Assignment  slip,  121,  130 
Assignments,  157-158,  414-415 
Attachments,  157-158,  414-415 
Auditing,  363 

and  centralization,  16,  363-366 

by    outside    accountants,    426- 
429 

personnel  for,  364-366 

procedures,  366-375 

and  theft;  see  Theft 


B 

Back  charges,  227-228,  272-273 
Back  orders,  82 
Bacon-Davis  Act,  143 
Badge  numbers,  131,  133 
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Balance  sheet,   19,  336-339,  344- 

348,  463-464 
Bank;  accounts  in,  65 

deposits  in;  see  Cash  receipts 

and  financial  statements,   314- 
319 

signature  cards  for,  65-66 

see  also  Checks 
Benefits,  employee,  412 
Bidding;   and  overhead,  235-237 

of  subcontractors,  85-90 
Billings;  excess  of,  over  costs,  27, 
30 

and  income,  266,  269 

statements  of,  331 
Bin  cards,  175 

Bonding  companies,  314-319 
Bonds;  fidelity,  287,  394 

and  subcontractors;  see  Subcon- 
tractors 
Bonuses,  411 
Bookkeeping;  machines  for,  423 

by  public  accountant,  427 

see  also  Machine  accounting 
Brass  system,  126-127,  164 
Breach  of  contract;  see  Contract 
Break-even  point,  24 
Budget;  and  commitments,  264 

for  materials,  78,  169-171,  191 
Builders;  accounting  methods  for, 
432-433 

risk  insurance  for,  393-394 
Burden;  see  Overhead 
Buyer;  function  of,  76 


Camp  operations,  376 
equipment  for,  377-379 
income     from,     268,     275-276, 

382-387 
inventory  for,  379-381 


policies  on,  387-390 

purchasing  for,  379,  382 

safety  in,  390-391 

sales  in,  382-385 

statements  for,  349 

and    subcontracting,    229,    389, 
390 
Capital,  91-92 

Cash  forecasting;  see  Forecasting 
Cash  method,  25 
Cash  receipts;  audit  of,  365-366 

deposits  of,  275,  279,  282 

and  liquidation,  282 

record  of,  270 

from  sales,  269,  281 

and   statements,   313-314,   329- 
330 

theft  of,  281-282 

see  also   Income;    Accounts   re- 
ceivable 
Centralization,  14-17,  36-44 
Certificates,  insurance,  398-399 
Change  estimate;  see  Change  or- 
der 
Change  notice;  for  payroll,  122 
Change  order,  102 

billing  on,  107 

and  change  estimate,  104,  106- 
107 

control  sheet,  111 

overhead  on,   107,   110-111 

payments  on,  109-110 

pending,  103,  108-109 

on  prime  contract,  102-108 

on  subcontract,  94,  108-109 

and  work  order,  103,  105,  110, 
227-228 
Charge  ticket,  383 
Charges,  back;  see  Back  charges 
Charts;  data  and  organization,  46- 
50 

for  voucher  system,  179 
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Checks;  job  office,  67-68 

payroll;  see  Payroll 

printing  of,  400-401 

signatures  on,  259 

voucher;  see  Vouchers 
Claims,  insurance,  394-398 
Classification  of  accounts,  287-305 
Clearance  slip,   114,   121 
Clocks,  time;  see  Timekeeping 
Code,  cost;  see  Costs,  coding  of 
Collusion,  123,  129-130,  280 
Commissary;  see  Camp  operations 
Commitments,  30,  263-264 
Company  personnel  policies,  54- 

56,  405-417 
Compensation  insurance;   see  In- 
surance,    workmen's    com- 
pensation 
Completed  contract  method,  27- 

30,  462,  465-468 
Concessionaires,  camp,  389-390 
Contract;  breach  of,  96,   100-101 

types  of,  8-10 

volume  of,  351-353 
Contracting;    nature   of,   458-464 
Contributions,  413 
Controller,  project,  52 
Copeland  Act,  143 
Corporation;  as  form  of  business 
organization,  10-12,  70,  430 
Cost-plus  contracts,  31 

income  from,  267,  271-272,  275, 
278,  280 

ledger  accounts  for,  302 

statements  for,  350-353 
Costs;  coding  of,  57-60,   135-137 

control   of,   and   centralization, 
15-16 

equipment;  see  Equipment 

excess  of,  over  billings,  27,  30 

job,  system  for,  437-450 

labor;  see  Labor 


ledger  for,  204,  261,  302,  308- 
309 

materials  and  supplies,  176-181 

statements  of,  354-361 

unit,  5,  129,  178,  355 
Credit  standing,  247,  435-436 
Customers'  ledger,  269 


Damages,  334 

Data;    cards   for   employee,    1 14— 
116 
flow  charts  for,  46-50 
timekeeping,  131-132 
Davis-Bacon  Act,  143 
Deductions,  payroll;  see  Payroll 
Default;  see  Contract,  breach  of 
Deferred  income,  266 
Delivery  of  materials,  73-74,  164- 

166,  252 
Deposits;  see  Cash  receipts 
Depreciation,  207-213,  302 
Disbursement  control,  245-247 

see  also  Vouchers 
Discounts;  income  from,  '268 
Distributable  cost;   see  Overhead 
Drawings    furnished    subcontrac- 
tors, 93 


Earnings  record,  132 
Embezzlement;  see  Theft 
Employees;  benefits  for,  412 

data  cards  for,  114-116 

earnings  record  for,  132 

sources  of,  112 
Employer;  liability  insurance  for, 
393 

registration  as,  70 
Employment     application,      115, 
118-119 
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Endorsements  of  notes  and  con- 
tracts, 334 
Entertainment  expense,  54,  236 
Equipment,  195 

accessories  for,  199 

for  camps,  377-379 

cost  of,  200,  212-216 

depreciation   of;   see  Deprecia- 
tion 

forms  for,  196-198,  201-203 

income  from  sales  of;  see  Income 

inspection  of,  197 

issue  receipts  for,  115,  120 

for  job  office,  67 

and  joint  ventures,  221-222 

ledger  for,  308 

ownership  of,  219-221 

for  payroll,  149 

protection  of,  195-197 

purchasing  of,  80 

rental    of,    214,    216-221,    268, 
273-274 

repair    of,    200-201,    204,    207, 
268-269 

timekeeping  for,  201-203 

see  also  Materials  and  supplies 
Excess  profits  tax,  12 
Expediting,  5,  76-77,  81 
Expense,       general;        subsidiary 

ledger  for,  307-308 
Expense  accounts,  236,  413-414 


Face  checks  of  personnel,  123,  129, 

131 
Fair  Labor  Standards  Act,  157 
Fee-type  contracts,  31 
Fidelity  bonds;  see  Bonds 
Field  check,  131,  133 
Financial  reporting;  see  Financial 

statements;  Financing 


Financial  statements,  312 

balance  sheet  for;  see  Balance 

sheet 
of  camp  operations,  349 
and  centralization,  16,  41 
of  contract  volume,  351-353 
and  cost  reports,  354-361 
of    experience    and    condition, 

320-330 
and  forecasting,  313-314 
of  income,  463 
of  job  revenue  and  cost,  334- 

335,  340,  346-347 
for  joint  ventures,  354 
and    overhead;    see    Overhead, 

statements  of 
of  profit  and  loss;  see  Profit  and 

loss 
requirements  of,  18,  328-335 
Robert  Morris  Associates  form 

for,  315-319 
samples  of,  335-354 
of  subcontractors;   see  Subcon- 
tractors 
users  of,  313-328 
Financing;  and  disbursement  con- 
trol, 246 
job, 60-65 
joint  venture,  68 
methods  of,  6-7,  28 
Fire  insurance,  396 
Fire  protection,  390-391 
First  aid,  390-391 
Fixed  assets,  332-333 
Floaters,  insurance,  393 
Flow   charts;   data  and  organiza- 
tion, 46-50 
voucher  system,  179 
Force  account  contracts,  8-9 
Forecasting,  19 

break-even  point  in,  24 
cash,  20-23,  263-264 
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Forecasting  (cont.) 

and  financial  statements,   313- 
314 

for  job  requirements,  60-65,  68 

operations,  24 

profit  and  loss,  24-25 
Foreman's  time  book,  121,  123 
Form  W-2,  147 
Form  W-4,  114 

Forms;  for  equipment;  see  Equip- 
ment 

hiring,  112-120 

for  job  office,  67-68 

ledger,  311 

for  materials  and  supplies,  169— 
176 

payroll;  see  Payroll 

and  printing,  400-404 

timekeeping,  120-128 
Fraud,  payroll,  158-159 
Fringe  benefits,  412 


Garnishments,  157-158,  414-415 
General  conditions;  see  Overhead 
General  ledger,  261,  285-287 
General  office,  56 
Grievance  procedures,  407 
Group  insurance,  415 
Guaranteed  maximum  contracts, 

8,  10,  334 
Guarantees,  334 
Guards,  390-391 


H 

Health    and    accident    insurance, 

393 
Health  and  welfare  funds,  71 
Hiring  forms,  112-120 
see  also  Labor 


Hiring     procedures,     45-46,     71, 
112-120,  406-407 
see  also  Labor 
Holidays,  412 
Hybrid  methods,  32 


Income,  265 

and  billings;  see  Billings 

from  camp  operations;  see  Camp 
operations 

from    cost-plus    contracts;    see 
Cost-plus  contracts 

deferred,  266 

from  discounts,  268 

from     equipment     rental;     see 
Equipment  rental 

from  insurance;  see  Insurance 

and  percentage  of  completion, 
266 

from  repair  services;  see  Equip- 
ment repair 

from  sales  of  equipment,  etc., 
268,  276,  279,  282-283 

statements  of,  463 

and    unbalancing;    see    Unbal- 
ancing 

see  also  Cash  receipts;  Accounts 
receivable 
Income  tax;  see  Tax 
Indirect  cost;  see  Overhead 
Individual  proprietorship,  11 
Inspection  of  equipment,  197 
Insurance,  392 

builder's  risk,  393-394 

certificates  of,  398-399 

claims  for,  394-398 

employer's  liability,  393 

fire,  396 

floaters,  393 

group,  415 
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Insurance  (cont.) 
health  and  accident,  393 
income    from,    268,    279,    397- 

398 
marine,  396 
premiums  for,  392-394 
property,  393,  395-396 
public  liability,  393,  395 
storm,  396 

subcontractors',  94,  398-399 
workmen's   compensation,   392, 
394-395 

Inventory;         and         accounting 
method,  26,  433 
for  camp  operations,  379-381 
of  materials  and  supplies,   167, 

181-190 
statements  of,  313,  331-332 
and  work  in  progress,  32-33 

Investments,  310-311,  332 

Invoices,  42-43,  252,  254 


Job  conditions;  see  Overhead 
Jobs;  accountants  for,  52 

cost  system  for,  437-450 

financial  needs  of,  60-65 

location  of,  430-432 

morale  on,  50,  247 

office  for,  56,  66-68 

organization  charts  for,  46-50 

overhead  at  site  of,  242 

planning  of,  45 

progress  of,  64,  357-361 

revenue     from;    see    Financial 
statements 
Joint    ventures;    equipment    for, 
221-222 

financial  statements  for,  354 

losses  of,  334 

organization  of,  11 


overhead  of,  242-243 

partners  in,  327-328 

and  personnel  policies,  415 

planning  of,  68-70 
Judgments,  334 
Jury  duty,  411 

K 

Kickbacks;  law  on,  157 
Kitchen  equipment  and  supplies, 
377-378 


Labor,  112 

cost  of,  135-137,  139,  212,  354- 
355 

hiring  forms,  112-120 

hiring    procedures,    45-46,    71, 
112-120,  406-407 

insurance    for;    see    Insurance, 
workmen's  compensation 

legislation  on,  157 

morale  of,  50,  130 

relations  of,  230-231 

timekeeping  for;  see  Timekeep- 
ing 

see  also  Payroll;  Timekeeping 
Lawsuits,  334 
Ledger;   accounts  receivable,  269 

cost;  see  Costs 

equipment,  308 

forms  for,  311 

general;  see  General  ledger 

stock,  309-311 

subcontractor;    see    Subcontrac- 
tors 

subsidiary;        see        Subsidiary 
ledgers 

warehouse,  305-306 
Ledgerless  systems,  289 
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Letter  of  intent,  97 

Letterheads,  401 

Liabilities,  262,  334 

Liability  insurance;  see  Insurance 

Licenses,  68,  70,  93 

Liens,  100-101,  220-221,  229,  283- 

284,  334 
Liquidation,  282 
Loading;  see  Unbalancing 
Location;  job,  430-432 

record,  309 
Long-term  method,  27 
Lump  sum  contracts,  8,  302 


Morris,  Robert,  Associates;   form 
for      financial      statements, 
315-318 
Moving;  costs  of,  237 
of  equipment,  216 
of  personnel,  53 

N 

National    Labor    Relations    Act, 

147 
Notes  payable,  333 
Notes  receivable,  334 
Notice  to  proceed,  97 


M 

Machine  accounting,  418 

bookkeeping  machines  for,  423 

punch  cards  in,  424 

systems  of,  420-422,  451-457 
Machines,  office,  67 
Manager,  office,  52 
Manpower  requisition,  113 
Manual  of  procedure,  56 
Marine  insurance,  396 
Materials  and  supplies,  160 

cost  of,  176-181 

forms  and  procedures  for,  169- 
176 

inventory  of;  see  Inventory 

protection  of,  161-164 

purchasing  of,  171 

receiving  of,  164-166,  172-173 

storage  of,  166-169 

theft  of,  190-194 

see  also  Equipment 
Meal  ticket,  384 
Mechanization,  40-41 
Mess  hall;  see  Camp  operations 
Miller  Act,  284 
Mobilization  advances,  28 
Morale,  50,  130,  247 


Office,  general,  56 
Office,  job;  see  Jobs 
Office  hours,  413 
Office  machines,  67 
Office  manager,  52 
Office  overhead,  240-241 
Office  procedures;  audit  of,  375 
Operating  statement,  19 
Operations  forecasting,  24 
Orders,  back,  82 

Organization;  types  of,  10-13,  37- 
38,459 

see  also  Corporation;  Joint  ven- 
tures 
Organization  flow  charts,  46-50 
Over,  short,  and  damage  report, 

254 
Overhauls;  see  Equipment  repair 
Overhead,  232 

and  bidding,  235-237 

and  centralization,  17 

and  change  orders;  see  Change 
order 

and  direct  costs,  232-237 

distribution  of,  237-240,  295 

job  site,  242 


478 


INDEX 


Overhead    (cont.) 
joint  venture,  242-243 
office,  240-241 
problems  in,  244 
rates  of,  235-237,  240 
statements  of,  341,  345 

Overtime,  410-411 

Ownership,  equipment,  219-221 


Partnership,  10-11,  324-328 
Payables;   see   Disbursement  con- 
trol; Vouchers 
Paychecks;  see  Payroll,  checks  for 
Paymaster;  see  Payroll 
Payments,   progress;   see  Progress 

payments 
Payroll;  advances  in,  145,  157 

audit  of,  370-371 

change  notice  on,  122 

checks  for,  50,  146-153,  155 

cost  codes  for,  135-137 

deductions    on,    143-146,    157— 
158,  382 

earnings  record  and,  132 

equipment  for,  149 

forms  for,  142,  148 

fraud  in,  158-159 

paymaster  for,  50-51,  145 

problems  of,  157-159 

systems  for,  140,  146-151,  421- 
422 

taxes  in,   137 

termination  in,  153-156 

vouchers  for,  138 

work  sheet  for,  132,  141-142 

see  also  Labor;  Timekeeping 
Penalties,  334 
Percentage  of  completion,  27-30, 

238,  266,  464-468 
Permissions,  70 


Permits,  70,  93 

Personnel;  and  centralization,  37- 
38 

costs,  as  overhead,  235-236 

policies  on,  54-56,  405-417 

selection  of,  45-46,  49-51,  115, 
118-119 

and  subcontracting,  228-229 

transfers  of,  53 
Petty  cash;  purchases  from,  74 
Pickup  purchases,  74-76 
Plans  furnished  subcontractors,  93 
Policies,  company,  56 
Portal-to-portal  pay,  128 
Premiums,  insurance,  392-394 
Prime  contract;  changes  in,  102- 

108 
Printing  of  forms,  68,  400-404 
Procedure;  manual  of,  56 
Procurement;  see  Purchasing 
Profit  and  loss;  forecasting  of,  24- 
25 

net,  variation  in,  313 

statement  of,  19,  339-341 
Progress  curve,  64 
Progress  payments,   98-100,  223- 
225,  460 

see  also  Retained  percentages; 
Subcontracting 
Project  controller,  52 
Promotional  expense,  236 
Property  insurance;  see  Insurance 
Property  tax,  70 
Proprietorship,  individual,  11 
Protection  of  materials  and  sup- 
plies, 161-164 
Punch  cards,  424 
Purchase  order,  75,  77-80,  254,  402 
Purchasing,  72 

agent  for,  76-77 

audit  of,  367-369 

back  orders  and,  82 
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Purchasing  (cont.) 

for  camps;  see  Camp  operations 
cost  of,  as  overhead,  235 
and  disbursement  control,  245 
of  equipment,  80 
and  expediting;  see  Expediting 
local,  72,  74 
from  petty  cash,  74 
pickup,  74-76 

see  also  Equipment;   Materials 
and  supplies 


Qualification,  corporate,  70 


Receipts;   see   Cash   receipts;    In- 
come 

Receivables;  see  Accounts  receiv- 
able 

Receiving,  246,  254-255,  369-370 

Recruiting  labor,  112-113 

Register,  voucher,  259-261 

Registration,  70 

Release,  95-96,  274-275 

Rental,    equipment;    see    Equip- 
ment 

Repair,    equipment;    see    Equip- 
ment 

Reporting;    see    Financial    state- 
ments 

Reports  and  centralization,  41,  44 

Requisition;  manpower,  113 
storeroom,  382 
as  voucher  document,  253 

Residence  card,  115 

Rest  periods,  411-412 

Retained   percentage,    34-35,    94, 
98,  226-227,  331 
see  also  Progress  payments 

Revolving  fund,  7 


Robert  Morris  Associates  form  for 
financial  statements,  315- 
318 

Royalties  in  subcontracting,  93 


Safety;  in  camp  operations,  390- 
391 

Salary  and  wage  scales,  53-54,  71, 
129-130,  157,  409-410 

Sales;  see  Income;  Cash  receipts 

Samples  in  subcontracting,  93 

Scrip,  386 

Security;  in  subcontracting,  229- 
230 

Sick  leave,  407-408 

Signatures;  authorized,  65-66 
on  checks,  259 

Specifications    furnished    subcon- 
tractors, 93 

Spoilage,  74,  379,  386 

Sponsor;  role  of,  in  joint  venture, 
11,  68-69 

Statement  of  experience  and  finan- 
cial condition,  320-330 

Statements;    see    Financial    state- 
ments 

Stationery   and   supplies   for  job 
office,  67-68 

Stock  ledger,  309-311 

Stockholders   and   financial   state- 
ments, 324-328 

Stockpiles,  164 

Stockroom,      167-169,       173-175, 
181-188 

Stop  notices,  101,  283 

Storage  of  materials,  166-169 

Storeroom  requisition,  382 

Storm  insurance,  396 

Structures,    temporary,  237,   306- 
307 
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Subcontracting,  83 

arbitration  in,   100-101 
back  charges  in,  227-228 
breach  of  contract  in;  see  Con- 
tract, breach  of 
and  camps;  see  Camp  operations 
and  change  orders;  see  Change 

order 
contract  provisions  in,  93-98 
coordination  of,  85-86 
forms  for,  89,  93-97,  224-226 
liens  in,  229 

personnel  policies  in,  228-229 
retained  percentage  in,  94,  98 
unbalancing  in,  89,  226 
Subcontractors;    back   charges   to, 
227-228 
bids  of,  85-90 

and  bonds,  88-90,  94,  101,  108 
and  disbursement  control,  246 
financial  position  of,  88-92 
financial   statements   of,   91-92, 

322-324 
insurance  of;  see  Insurance 
labor  relations  of,  230-231 
ledger  for,  225-226,  308 
and  prime  contractor,  6 
security   requirements  of,   229- 

230 
as  specialists,  84 
supply  capability  of,  87-88 
tax  responsibility  of,  87 
Subcontracts;  see  Subcontracting; 

Subcontractors 
Subsidiary  ledgers,  293,  305-311 
Suppliers,  246,  322-324 
Supplies;  see  Materials  and  sup- 
plies 


Target-type  contracts,  8,  10 


Tax;  and  depreciation,  211-213 
excess  profits,  12 
income,    32-35,    433-435,    468- 

469 
payroll,  137 
property,  70 
sales  and  use,  70 
statements  of,  333-334 
subcontractors  and,  87 
withholding;  see  Withholding 
Telephone,  66-67,  241-242 
Temporary  structures;   see  Struc- 
tures 
Termination    of    employee,    153- 

156 
Theft;    and    auditing,    191,    193, 
281-282 
of  cash  receipts,  281-282 
of  materials  and  supplies,  190— 
194 
Time  and  material  contracts,  8,  10 
Timekeeping;     area    shacks     for, 
129 
audit  of,  370-371 
clocks  for,  126,  128 
cost  codes  for,  135-137 
data  for,  131-132 
forms  and  procedures  for,  120- 

128,   140,  201-203 
personnel  for,  51-52 
see  also  Labor;  Payroll 
Tools,  163-164,  187 
Transfers  of  personnel,  53 
Travel  expense,  54,  236 

U 

Unbalancing,  60-63,  89,  226,  266, 

460-461 
Union  clearance  slip,  114 
Unit  costs;  see  Costs 
Unit  price  contracts,  9,  302 
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Use  and  sales  tax  licenses,  70 
Utilities  furnished  subcontractors, 
93 


Vacations,  408-409 
Vehicular  registration,  70 
Vouchers,  247 

accounts  payable,  248-250,  253- 
257,  308 

audit  of,  367-369 

and  centralization,  42-43 

checks  for,  251,  257-259 

flow  chart  for,  179 

numbering  of,  258-259 

payment  of,  261-263 

payroll,  138 

printing  of,  401 

register  of,  259-261 

see  also  Disbursement  control 


W 

W-2  form,  147 
W-4  form,  114 
Wage  and  hour  law,  157 


Wage  scales;  see  Salary 
Walsh-Healey    Public    Contracts 

Act,  157 
Warehouse;  audit  of,  369-370 

control  of,  167-169 

costs  of,  235-236 

ledger  for,  305-306 

personnel  for,  52-53 

records  for,  173-175,  188 

sales  from,  181-187 
Welfare  funds,  71 
Withhold;  see  Retained  percent- 
age 
Withholding;    exemption    certifi- 
cate for,  114 

state  residence  card  for,  115 

tax  statement  for,  147 
Work  extra,  278 
Work  in  progress,  32-33 
Work  order;  see  Change  order 
Working  capital;  see  Capital 
Workmen's    compensation    insur- 
ance; see  Insurance 


Yard,  169,  235-236 


Date    Due 
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